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INTRODUCTION 

Within  tlie  past  few  years  a  number  of  well- 
known  economists  have  clearly  demonstrated 
two  fundamental  principles  of  finance;  first, 
that  a  diversified  investment  in  common  stocks 
is  safer  and  more  profitable  in  the  long  run 
than  one  in  preferred  stocks  or  in  bonds,  and 
second,  that  common  stocks  are  the  only  me- 
dium keeping  pace  with  an  advancing  cost  of 
living, — that  is  to  say,  with  the  diminishing 
purchasing  power  of  the  dollar.  These  revolu- 
tionary ideas  have  captured  public  fancy  and 
may  have  had  much  to  do  with  the  prolongation 
of  the  great  bull  market  in  common  stocks. 
The  purposes  of  this  study  are  to  measure  the 
degree  of  superiority  of  common  stocks  over 
bonds  and  preferred  stocks  in  terms  of  an  in- 
vestment of  $1000  in  each  of  the  three  mediums ; 
to  determine  whether  New  York  bank  stocks 
have  proved  safer  and  more  profitable  than 
common  stocks  in  general,  or  than  stocks  of 
banks  in  a  typical  city  outside  New  York  in 
particular ;  and  if  so,  to  measure  the  degree  of 
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their  superiority  and  discuss  the  reasons  why 
it  exists.  Still  more  important  is  the  question 
whether  one  may  depend  upon  the  record  of 
the  past  as  a  guide  to  the  future. 

The  conclusions  of  this  study  are  that  New 
York  bank  stocks  as  a  long  term  fixed  invest- 
ment are  overwhelmingly  superior  to  common 
stocks  in  general  as  to  safety,  income  and  ap- 
preciation, while  banks  in  a  typical  city  outside 
New  York  are  not.  The  disadvantages  and  in- 
conveniences of  New  York  bank  stocks  are 
pointed  out  and  an  effort  is  made  to  show  how 
and  why  a  certain  type  of  investment  trust  will 
obviate  them.  The  book  is  not  intended  to  be 
a  treatise  on  investment  trusts ;  but  as  some  of 
the  so-called  investment  trusts  fail  to  provide 
the  essential  element  of  safety,  while  others 
limit  the  possibilities  of  profit,  it  will  be  neces- 
sary to  draw  distinctions  between  them  through 
careful  classification  and  definition.* 

The  work  of  compiling  and  computing  the 
data  and  of  drawing  the  graphic  illustrations 
was  performed  by  the  Investment  Trust 
Analyst  of  Cambridge,  Massachusetts,  an 
organization  employing  exclusively  graduates 
and  undergraduate  students  of  the  Harvard 
Graduate  School  of  Business  Administration, 


*  See  Appendix  A,  p.  132. 
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but  not  in  any  way  associated  with  Har- 
vard University.  Between  three  and  four 
months  were  consumed  in  this  task  by  a 
group  of  twelve  to  fifteen  men,  all  of  them  col- 
lege graduates,  trained  at  this  remarkable  in- 
stitution in  various  branches  of  business, 
finance  and  statistics.  A  careful  system  of 
checks  and  balances  was  introduced  to  elimi- 
nate mathematical  errors.  Their  principal 
workshop  for  collecting  data  is  the  famous 
Baker  Library  at  the  Harvard  Business  School, 
the  largest  and  most  complete  business  library 
in  the  world.  The  author  desires  to  acknowl- 
edge the  courtesy  of  several  Boston  banks  for 
providing  access  to  their  unpublished  records. 
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CHAPTER  I 

The  Pkoblem 

The  Best  Investment  for  $1000 

The  most  significant  development  during  the 
past  decade  in  the  history  of  American  finance 
has  been  the  noticeable  drift  toward  the  pur- 
chase of  common  stocks  as  long  term  invest- 
ments. The  investment  habits  of  the  American 
public  are  rapidly  undergoing  a  distinct  change. 
*^Good  safe  bonds"  hac"  '^or  years  constituted 
the  bulk,  if  not  all,  of  every  conservative  invest- 
ment portfolio.  The  purchase  of  common 
stocks,  even  of  seasoned  dividend  payers  rep- 
resenting ownership  in  the  largest  corpora- 
tions, was  considered  a  dangerous  speculation, 
if  not  an  actual  gamble.  ^*Safe''  bonds  were 
usually  those  secured  by  a  first  mortgage  on  the 
assets  of  the  issuing  corporation.  Their  as- 
surance of  safety  of  principal  and  regularity  of 
income,  of  freedom  from  care  and  from  the 
requisite  of  a  broad  investment  training  on  the 
part  of  the  holder,  placed  them  on  a  pedestal 
in  the  minds  of  all  investors. 

13 


INVESTORS  VS.  SPECULATOES 

Prior  to  the  war  a  sharp  distinction  was 
drawn  between  investors  and  speculators.  The 
*  investor''  bought  bonds.  He  was  interested 
in  the  income  yield  and  in  the  certainty  of  re- 
turn of  principal  as  measured  in  actual  dollars 
at  the  date  of  maturity.  The  rest  of  the  public 
** speculated;"  perhaps  less  often  in  seasoned 
dividend-paying  common  stocks  than  in  un- 
seasoned issues.  Many  repeatedly  suffered 
heavy  losses  through  their  inexperience  and 
their  total  ignorance  of  elementary  investment 
principles. 

The  war  brought  about  a  great  change  in 
investment  habits  and  in  the  diffusion  of  invest- 
ment information.  Millions  of  new  investors 
became  the  holders  of  Liberty  Bonds  and  dis- 
covered that  they  could  be  purchased  on  the 
installment  plan  or  used  at  the  bank  as  col- 
lateral for  loans.*  Later  on,  however,  they 
learned  that  under  certain  circumstances  bonds 
can  depreciate  as  well  as  stocks,  and  that  even 
government  securities  can  sell  at  times  at  near- 
ly 20%  below  their  par  value.  Most  important 
of  all,  vast  numbers  of  the  people  learned 
through  the  Liberty  Bond  campaigns  that 
securities  hitherto  considered  inaccessible  were 


*  Ingalls,    W.    I.,    "Wealth    and   Income   of   the   American 
People,"    G.  H.  Merlin  Co.,  Philadelphia,  1922,  pp.  179-182. 
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available  in  quantities  small  as  well  as  large 
and  that  no  exclusive  aristocracy  existed  to  pre- 
vent their  entry  into  the  American  investment 
field.  In  the  meantime  the  United  States,  after 
a  severe  readjustment  during  1920-1921,  en- 
tered on  a  period  of  its  greatest  prosperity, 
and  the  army  of  new  investors,  dissatisfied  with 
a  low  income  yield,  began  to  turn  to  dividend- 
paying  common  stocks,  hoping  in  addition  to 
profit  by  the  enhancement  of  their  principal. 

A  thoughtful  student,  Edgar  Lawrence 
Smith,  seeking  information  to  test  the  dogma 
that  only  through  an  investment  in  high-grade 
bonds  could  the  integrity  of  an  investment  fund 
be  maintained,  gathered  exhaustive  statistics. 
In  his  work,  ^*  Common  Stocks  as  Long-Term 
Investments,''*  Smith  published  these  statis- 
tics and  proved  conclusively  that  between  1885- 
1922  a  well-diversified  selection  of  dividend- 
paying  common  stocks  was  a  better  investment 
than  bonds,  not  only  as  to  the  size  of  income  but 
also  as  to  appreciation  of  principal.  This  study 
was  sub-divided  into  several  periods  and  in 
each  period  the  superiority  of  common  stocks 
was  clearly  demonstrated.!    This  work  received 


*  Macmillan,  1924. 

t  Withers,  Hartley,  ''Hints  Ahout  Investments,"  Eveleigli, 
Nash  &  Grayson,  Ijondon,  1926,  pp.  172-192  shows  similar 
results  from  calculations  with  English  stocks  and  bonds. 
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wide  attention  and  served  materially  to  accel- 
erate the  trend  toward  purchases  of  common 
stocks  instead  of  bonds. 

Approaching  the  subject  from  another  angle, 
Kenneth  Van  Strum  pointed  out  in  his  ^^In- 
vesting in  Purchasing  Power  ^'  that  even  if 
a  bond  holder  eventually  receives  in  gold  the 
exact  amount  of  his  original  investment,  he 
may  still  find  himself  an  actual  loser.  The  dol- 
lars paid  out  at  maturity  will  seldom  buy  as 
many  commodities  as  they  would  have  pur- 
chased at  the  time  the  bond  was  issued.^ 

Edgar  Lawrence  Smith  stressed  the  point 
that  wide  diversification  was  essential  for  the 
maintenance  of  safety  of  principal  and  stability 
of  income.^  Chance  diversification  seems  in- 
adequate; indeed  the  exercise  of  considerable 
judgment  seems  advisable  in  making  up  any 
original  list  of  common  stocks  for  long  term 
investment.  Vigilant  supervision  ever  after 
seems  essential.    Twenty-four  common  stocks 

^Van  Strum,  K.,  *' Investing  in  Purchasing  Power,*'  Bar- 
ron's, 1925,  pp.  121-2,  230,  232,  247;  Charts  23  and  24.  See 
also  Lagerquist,  Walter  E.,  *' Investment  Analysis,*'  1921; 
Shaw,  A.  Vere,  ^'Investment  Counsel,"  1922;  Pomeroy,  Eobert 
W.,  ''Stodk  Investments,"  1923;  Fisher,  Irving,  ''The 
Money  Illusion,"  Adelphi  Co.,  1928,  p.  4. 

2 Smith,  Edgar  Lawi'ence,  "Common  StocTcs  As  Long  Term 
Investments,"  Macmillan  Co.,  1924,  pp.  18,  117.  Also 
*' Speculation  and  Investments,"  Atlantic  Monthly,  October, 
1925.    Cf .  Van  Strum,  supra,  pp.  15,  248. 
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form  the  basis  of  the  present  study.  All  of  them 
were  chosen  strictly  on  account  of  the  great 
size  and  the  dividend-paying  record  of  their 
companies  in  1907.  Twelve  passed  or  reduced 
their  dividends;  one  of  these  fell  into  the 
hands  of  a  receiver.  The  record  of  the  pre- 
ferred stocks  was  even  worse.  Fourteen  out 
of  twenty-three  passed  or  reduced  their  div- 
idends and  seven  of  them  failed.  In  the  case 
of  the  ordinary  investor,  his  ability  to  super- 
vise an  investment  portfolio  cannot  be  pre- 
sumed. To  provide  this  element  of  knowledge 
and  experience  various  investment  companies 
have  been  formed,  some  modeled  in  many  re- 
spects upon  the  British  type  of  so-called  invest- 
ment trusts.  In  the  majority  of  cases  the  man- 
agers of  the  investment  trusts  in  Great  Britain 
reserve  the  right  to  exercise  their  own  discretion 
with  respect  to  any  changes  or  substitutions  in 
the  portfolio.^  Often  these  British  managers 
are  heavily  bonded.^  If  not,  the  entire  trust  is 
usually  placed  in  the  hands  of  a  trust  company 
duly  authorized  to  act  in  a  fiduciary  capacity 
for  the  benefit  of  the  investors.^  The  American 


1  Grayson,    T.    J.,    ''Investment    Trusts,"    John    Wiley    & 
Sons  Co.,  1928,  p.  56. 

2  For  a  typical  form  of  bond  see  Grayson,  ibid.,  Appendix 
A,  p.  304. 

3Cf.  Grayson,  ibid.  p.  16. 
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prototype  of  manager  iisually  furnishes  no 
surety  bonds  whatever  and  often  keeps  the  en- 
tire fund  in  his  own  possession  or  control.  The 
idea  of  turning  one's  money  over  to  a  total 
stranger  and  of  trusting  him  to  invest  it  at  his 
sole  unrestricted  discretion,  accounting  for  it 
at  his  will  and  convenience,  if  at  all,  is  repug- 
nant to  the  minds  of  many  Americans,  and 
directly  contrary  to  their  independent  habits  of 
handling  their  own  funds.  As  a  substitute, 
some  ingenious  investment  banker,  seeking  to 
furnish  diversification  on  the  Smith  theory, 
went  to  the  opposite  extreme  by  inventing  what 
is  called  the  ** fixed  trust,"  the  idea  of  which  is 
to  purchase  one  share  each  of  the  common 
stocks  of  a  number  of  leading  corporations 
and  to  deposit  these  shares  in  the  hands  of  a 
trust  company  as  trustee.  The  trustee  then 
issues  collateral  trustee  certificates  represent- 
ing the  actual  ownership  of  the  deposited 
securities.  The  certification  by  a  trust  com- 
pany gives  the  assurance  that  the  securities  are 
actually  on  deposit  and  that  the  trust  company 
will  pay  the  income  to  the  shareholder  of  the 
trust.  These  certificates  are  sold  by  the  orig- 
inators of  the  plan  at  a  slight  advance  above 
the  actual  cost  of  the  deposited  stock.  Some 
of  these  trusts  are  intended  to  exist  for  99 

18 


POSSIBLE  LIMITATIONS 


years;  others  for  20  to  25  years;  and  during 
this  period  it  is  provided  in  the  indenture  of 
trust  that  no  change  or  substitution  what- 
soever may  be  made  in  the  portfolio  under  any 
circumstances,  regardless  of  changed  business 
conditions  in  any  industry  or  in  the  country  as 
a  whole.  The  theory  is,  **If  common  stocks  are 
more  desirable  than  bonds  huy  them  regard- 
less of  price  and  hold  them  regardless  of  fu- 
ture conditions.  No  management  is  to  be 
trusted. ' '  On  the  basis  of  the  past  record,  the 
proponents  of  the  fixed  trust  hold  that  even  if 
some  of  these  companies  prove  unsuccessful, 
the  growth  in  wealth  and  earning  capacity  of 
the  remainder  will  more  than  make  up  the  loss. 
So  far  as  it  goes,  the  substantial  correctness  of 
this  theory  has  been  clearly  demonstrated  by 
Edgar  Lawrence  Smith,  if  the  period  between 
1885-1922  can  be  taken  as  a  reliable  forecast 
of  the  future.  Nevertheless,  this  theory  may 
have  its  limitations.  Over  a  long  term  certain 
kinds  and  classes  of  common  stocks  may  prove 
to  be  a  sounder  investment  than  others  and  in 
these  classes  a  highly  specialized  management 
may  prove  necessary  to  gain  the  best  results. 
The  study  undertaken  herein  proposes  to 
measure  in  actual  dollars  what  would  have  been 
the  result  over  a  period  of  the  past  twenty 
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years  of  a  fixed  investment  of  the  same  smn  in 
bonds,  preferred  stock,  common  stock  and  bank 
stock.  During  these  two  decades  the  United 
States  has  passed  through  all  the  respective 
stages  of  the  business  cycle.  The  timeliness 
of  the  record  of  the  past  few  years  increases  its 
usefulness.  It  is  assumed  that  a  man  had 
$1000  to  invest  in  January,  1908.  Based  on 
the  idea  of  the  fixed  trust  it  is  further  assumed 
that  during  that  period  he  had  no  further  funds 
for  investment  and  did  not  reinvest  any  portion 
of  his  principal  except  through  the  retention 
of  stock  dividends  declared ;  that  he  sold  what- 
ever rights  were  granted  by  the  respective  com- 
panies to  subscribe  to  additional  capital  stock 
and  counted  the  proceeds  as  income.  Which 
medium  of  investment  would  have  proved  the 
most  favorable  from  the  standpoint  of  maxi- 
mum income  and  appreciation  ?  Which  medium 
would  have  proved  the  safest  and  most  profit- 
able in  terms  of  the  purchasing  power  of  the 
doUar?  Based  on  the  experience  of  these  twen- 
ty years,  is  there  any  particular  kind  of  com- 
mon stocks  which  shows  a  vast  superiority  to 
all  the  others,  and  if  so,  why!  If  in  addition  to 
answering  these  qjuestions  a  system  can  be 
pointed  out  whereby  the  investor,  whether 
large  or  small,  can  be  positively  assured  at  all 
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times  of  expert  supervision  of  a  diversified 
portfolio  composed  of  the  safest  and  most  prof- 
itable investment  medium,  under  conditions 
which  guarantee  the  safe  custody  of  his  securi- 
ties and  the  receipt  by  him  of  a  large  and  in- 
creasing income  at  regular  periods  without  any 
attention  on  his  part  whatsoever,  the  effort  may 
be  well  worth  while. 


21 


CHAPTER  II 

The  Solution 

New  York  Bank  Stocks  Pre-eminent 

If  in  January,  1908,  a  man  had  $1000  to  in- 
vest would  he  have  been  better  off  twenty  years 
later  if  he  had  bought  high-grade  bonds,  pre- 
ferred stocks,  common  stocks  of  the  leading 
productive  corporations,  of  the  principal  finan- 
cial institutions  of  New  York  City,  or  of  the 
financial  institutions  of  some  prosperous  city 
outside  of  New  York,  such  as  Boston!  The 
idea  of  a  so-called  ** fixed  trust''  is  that  no 
changes  in  the  portfolio  will  ever  be  necessary. 
To  test  the  validity  of  this  theory  it  will  be 
applied  to  each  of  the  five  investment  groups. 
The  sole  purpose  of  this  chapter  is  to  attempt 
to  decide  from  the  viewpoint  of  1908  what 
securities  an  experienced  and  intelligent  in- 
vestor would  have  chosen  to  compose  each  list 
if  he  had  confined  his  selections  to  bonds  of  the 
highest  rating,  to  stocks  of  the  wealthiest  banks, 
or  to  dividend-paying  stocks  of  the  la'rgest 
corporations  then  listed  oo  the  New  York  Stock 
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Exchange.  Tabular  summaries  of  the  results 
of  an  investment  of  $1000  in  each  of  these  vari- 
ous investment  mediums  are  presented  in  the 
Appendix.* 

Bonds 

Several  series  of  high-grade  bonds,  showing 
their  price  fluctuations  over  a  period  of  years 
have  already  been  published.  A  careful  com- 
parison indicated  that  the  series  compiled  by 
the  Standard  Trade  and  Securities  Service  was 
in  many  respects  the  most  suitable  for  the  pur- 
pose of  this  study,  especially  as  it  covered  the 
entire  period  of  twenty  years  from  1908  to  1928. 
Any  other  list  of  high-grade  bonds  would  have 
given  approximately  the  same  results,  as  the 
chief  factor  in  the  fluctuations  of  market  prices 
of  high-grade  bonds  is  the  rate  of  interest  on 
time  money.  The  actual  income,  of  course,  is 
identical  each  year.  An  examination  of  this 
series  indicated  its  freedom  from  bias  and  its 
ample  diversification.  Any  possible  improve- 
ments or  substitutions  seemed  hardly  worth 
while.  It  consists  of  15  Industrials,  15  Pub- 
lic Utilities,  15  Railroads  and  15  Municipals. 
The  complete  list  is  as  follows : 

*  See  Appendix  D,  pp.  203-18. 
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15  INDUSTRIALS 


American  Smelting  &  Eefining,  1st  5s,  1947 

Atlantic  Eefining  Company,  Debenture  5s,  1937 

Baldwin  Locomotive  Works,  1st  Sinkmg  Fund  5s,  1940 

Bethlehem  Steel  Company,  P.  M.  6s,  1998 

Bush  Terminal  Company,  1st  4s,  1952 

Indiana  Steel  Company,  1st  5s,  1952 

Liggett  &  Meyers  Tobacco  Company,  Debenture  5s,  1952 

P.  Lorillard  Company,  Debenture  5s,  1951 

New  York  Dock  Company,  1st  4s,  1951 

National  Tube  Company,  1st  5s,  1952 

Pocahontas  Consolidated  Collateral,  1st  Sinking  Fund  5s,  1957 

Tennessee  Coal,  Iron  &  R.  B.  Co.,  General  Sinking  Fund,  5s 

1951 
United  States  Rubber  Company,  1st  &  Ref .,  Series  A.  5s,  1947 
United  States  Steel  Corporation,  1st  5s,  1951 
Western  Electric,  Debenture  5s,  1944 

15  PUBLIC  UTILITIES 

American  Telephone  &  Telegraph,  Collateral  Trust  5s,  1946 

Brooklyn  Edison  Company,  General  Series  A.  5s,  1949 

Central  District  Telephone  Company,  1st  Ss,  1943 

Cincinnati  Gas  &  Electric,  1st  and  Ref.  5s,  1956 

Commercial  Cable,  1st  4s,  2397 

Commonwealth  Edison,  1st  Mortgage  6s,  1943 

Edison  Electric  Illuminating  Co.  of  N.  Y.,  1st  Cons.  5s,  1995 

Kings  County  Electric,  1st  4s,  1949 

Mutual  Fuel  Gas,  1st  Guaranteed  5s,  1947 

New  York  Gas,  Electric  Light,  Heat  &  Power,  1st  5s,  1948 

Peoples  Gas  &  Coke,  1st  6s,  1943 

Philadelphia  Co.,  1st  Collateral  Trust  5s,  1949 

Trenton  Gas  &  Electric,  1st  5s,  1949 

Union  Electric  Light  &  Power  of  Illinois,  Series  A.  5^s,  1954 

Western  Union  Telegraph,  F.  &  R.  E.  4i^s,  1950 

15  RAILROADS 

Atchison,  Topeka  &  Santa  Fe,  General  4s,  1995 
Atlantic  Coast  Line,  1st  4s,  1950 
Baltimore  &  Ohio,  1st  4s,  1950 
Chesapeake  &  Ohio,  General  4^,  1992 
Chicago,  Burlington  &  Quincy,  General  4s,  1988 
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Chicago,  Eock  Island  and  Pacific,  General  4s,  1988 

Illinois  Central,  1st  &  Eef.  4s,  1955 

Lehigh  Valley,  48,  2003 

New  York  Central,  S^^s,  1997 

Norfolk  &  Western,  1st  4s,  1996 

Pennsylvania  R.  R.,  4i^s,  1960 

Southern  Pacific  R.  R.,  1st  &  Ref.  4g,  1955 

Northern  Pacific,  Prior  Lien  4s,  1997 

Southern  R.  R.,  1st  Consolidated  58,  1994 

Union  Pacific,  1st  &  Ref.  4s,  2008 

15  MUNICIPALS 

Los  Angeles  Water,  4s,  1945 

Chicago,  4s,  January  1937,  1939 

Baltimore,  S^^s,  1945 

Boston,  31/28,  1945 

Detroit,  4^48,  1942-52 

Minneapolis,  4s,  1944 

St.  Louis,  W.  W.  Renew  4s,  1938 

Newark,  Passaic  Valley  Sewer,  4s,  1961 

Buffalo,  4s,  1960 

New  York  City  Rapid  Transit  3^^,  1948-1950 

Cincinnati  Sewer,  4V^s,  1955 

Cleveland  Park,  414  s,  1938 

Philadelphia,  4s,  1966 

Pittsburg,  4y28,  1950 

Milwaukee,  5s,  1929-1940 

The  Standard  Statistics  Company  gives  the 
average  yield  of  these  bonds  during  January, 
1908,  as  4.75%  per  annum,  so  that  the  income 
during  the  entire  period  would  have  been  $47.50 
per  annum  on  each  $1000  invested,  had  the  en- 
tire list  been  purchased. 

Preferred  Stocks 
In  an  attempt  to  revert  to  1908  to  decide 
what  a  reasonable  man  would  have  selected  at 
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that  time  in  making  up  a  diversified  list  of  pre- 
ferred stocks,  it  was  necessary  to  take  into  con- 
sideration the  fact  that  railroad  securities  then 
constituted  the  principal  investment  medium. 
Industrials  and  public  utilities  were  looked 
upon  as  highly  speculative,  and  only  the  oldest 
and  soundest  of  dividend-paying  issues  were 
then  considered  worthy  of  serious  considera- 
tion. Nevertheless,  greater  diversification  of 
the  list  was  desired  than  could  have  been  at- 
tained in  railroad  issues  alone.  The  United 
States  had  just  passed  through  a  year  of  finan- 
cial stress  and  strain,  culminating  in  a  sharp 
panic,  forcing  many  corporations  to  cut  their 
dividends  or  pass  them  altogether.  Any  com- 
pany which  had  kept  its  dividend  record  intact 
seemed  entitled  to  respect;  but  that  circum- 
stance alone  seemed  insufficient  if  it  was  not 
large  enough  to  meet  all  possible  competition. 
It  was  therefore  decided  to  include  all  the  pre- 
ferred stocks  listed  on  the  New  York  Stock 
Exchange  in  January,  1908,  issued  by  a  cor- 
poration having  a  total  capitalization,  includ- 
ing bonded  indebtedness,  of  at  least  $100,000,000, 
providing  the  corporation  had  succeeded  in  pay- 
ing preferred  dividends  in  1907.  This  list  is 
as  follows: 
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PREFEREED   STOCK 

EAILEOADS  CAPITALIZATION      DIVIDENDS 

IN  1908  IN  1907 

Atchison,  Topeka  &  Santa  Fe $532,584,650  $5.00 

Baltimore  &  Ohio   478,817,730  4.00 

Chicago   Great  Western— Pref.   A...    115,198,874  5.00 

Chicago  &  Northwestern    289,274,684  8.00 

Cleveland,    Cinn.,   Chic.   &   St.   Louis    139,213,509  6.00 

Chicago,  Mil.  &  St.  Paul 283,502,815  7.00 

Denver  &  Rio  Grande 1,178,802,800  5.00 

Erie— 1st  Pref 387,235,200  2.00 

Erie— 2nd   Pref 387,235,200  2.00 

Missouri,  Kansas  &  Texas   190,677,800  4.00 

Norfolk  &  Western    208,265,500  4.00 

Reading— 1st  Pref.  Par  50   246,654,538  2.00 

Beading— 2nd  Pref.  Par  50   246,654,538  2.00 

Southern  Pacific   312,173,222  7.00 

Southern  Railway    414,371,200  4.00 

St.  Louis  &  San  Francisco 298,431,449  4.00 

Union  Pacific   493,164,578  4.00 

INDUSTRIALS  AND  PUBLIC  UTILITIES 

American  Smelt.  &  Refining   100,349,000  7.00 

American   Tobacco    226,764,600  6.00 

Central   Leather    104,048,002  7.00 

Interborough  MetropoHtan    206,827,192  3.75 

International   Harvester    120,000,000  7.00 

U.  S.  Steel 1,461,814,810  7.00 

It  is  observed  that  17  out  of  the  23  stocks  in 
this  series  are  railroads.  At  first  thought  this 
seems  wholly  out  of  proportion.  Yet  in  1907 
the  eminent  authority,  Carl  Snyder,*  said, 
**The  railways  of  the  United  States  represent 
the  largest  single  vested  interest  in  the  world.'' 

As  between  investing  in  the  large  system 
rather  than  in  the  smaller  lines,  Snyder  said* 
**More  especial  attention,  and  detail,  has  nat- 

*  American  Railways  as  Investments,  1907,  Page  11. 
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urally  been  given  to  the  more  important  lines 
and  systems,  on  the  theory  that  they  present 
greater  opportunities  for  safe  investment, 
greater  stability,  wider  fluctuations  in  value 
and  therefore  larger  opportunities  for  profit, 
with  less  liability  to  suffer  from  the  minor  ac- 
cidents of  trade  reverses,  manipulation  or  bad 
management. ' ' 

In  the  light  of  the  general  unanimity  of  in- 
vestment opinion  at  that  time  it  would  probably 
have  proved  difficult  for  a  fixed  trust  to  have 
sold  its  shares  at  all  unless  it  had  included  a 
preponderance  of  railroad  issues,  either  of 
common  or  of  preferred  stocks. 

Common  Stocks 

The  same  method  of  selection  was  adopted 
with  respect  to  the  common  stock  series.  Again 
the  high  percentage  of  railroad  issues  is  notice- 
able. During  the  previous  decade  the  majority 
of  industrial  corporations  had  passed  through  a 
period  of  violent  manipulation,  over  capitaliza- 
tion and  stock  watering  in  the  formation  of 
several  large  consolidations.  The  early  financial 
history  of  these  corporations  had  proved  so 
disappointing  to  investors  that  their  securities 
were  held  in  general  disfavor. 

The  railroads,  on  the  other  hand,  had  de- 
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veloped  so  extensively  that  their  Unes  consti- 
tuted a  network  over  the  entire  country. 
Transportation  by  rail  was  essential  to  our 
economic  life.  As  yet  no  severe  competition 
had  appeared  from  any  other  means  of  travel 
except  by  water.  The  automobile,  which  today 
seriously  affects  railway  business,  especially  in 
the  passenger  service  and  short  freight  hauls, 
was  at  that  time  a  mere  pleasure  toy.  Horses 
as  a  means  of  locomotion  were  too  slow  and  too 
expensive  to  be  effective  except  as  feeders.  If 
a  fixed  trust  in  common  stocks  had  been  estab- 
lished at  that  time  how  could  the  organizers 
have  justified  themselves  for  including  less 
than  75%  of  railroad  securities?* 

Taking  all  these  factors  into  consideration 
it  was  decided  to  select,  as  in  the  case  of  the 
preferred  stock  list,  the  common  stocks  of  only 
those  corporations  having  in  January,  1908  a 
capitalization,  including  bonds,  of  at  least 
$100,000,000,  fisted  on  the  New  York  Stock  Ex- 
change and  paying  dividends  in  1907.  All  com- 
panies meeting  these  requirements  were  in- 
cluded in  the  fist,  which  is  as  follows : 

*  See  Appendix,  page  192,  for  comments  on  individual  com- 
mon stocks  by  Carl  Snyder  in  1907. 
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COMMON  STOCK 

RAILROADS                                                                  CAPITALIZATION  DIVIDENDS 

IN  1908  IN  1907 

Atchison    $532,584,650  $6.00 

Atlantic  Coast  Line   195,220,750  6.00 

Baltimore  &  Ohio   478,817,730  6.00 

Canadian  Pacific   318,616,813  6.00 

Chicago,  Mil.  &  St.  Paul 283,502,815  7.00 

Chicago  &  Northwestern   289,274,684  7.00 

Clev.,  Cinn.,  Chic.  &  St.  Louis 139,213,509  4.00 

Illinois   Central    281,113,275  7.00 

Louisville  &  Nashville   196,616,500  6.00 

New  York  Central 447,196,845  6.00 

N.Y.,  N.H.  &  Hartford 330,448,450  8.00 

Norfolk    &  Western 208,265,500  5.00 

Northern  Pacific    515,734,575  7.00 

Pennsylvania — par  50    615,338,310  3.50 

Southern  Pacific    312,173,222  5.25 

Union  Pacific   493,164,578  10.00 

INDUSTRIAL  &  PUBLIC  UTILITIES 

Amalgamated  Copper   153,887,900  7.00 

Amer.  Smelt.  &  Eef 100,349,000  7.50 

Amer.  Tel.  &  Tel 550,517,800  8.00 

Consol.  Gas,  of  N.  Y 101,245,100  4.00 

Pullman     100,000,000  8.00 

U.  S.  Steel 1,461,814,810  2.00 

Western   Union    139,462,100  5.00 


New  Yoek  Bank  Stocks 

Eailroads  manufacture  transportation;  pub- 
lic utilities  manufacture  services;  industrial 
corporations  manufacture  goods.  Another 
great  group  of  corporations  manufactures  the 
life  blood  without  which  none  of  the  other  enter- 
prises could  exist.  These  are  the  banks  and 
financial  institutions  of  the  country.  Their 
business  is  to  manufacture  credit.    How  well 
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they  succeed  in  doing  so  may  be  realized  by  con- 
sidering that  the  resources  of  the  banks  of 
America  aggregate  $70,000,000,000,  while  the 
total  gold  holdings  have  never  reached  $5,000,- 
000,000.  With  the  exception  of  a  small  per- 
centage of  the  total  resources  represented  by 
the  bank  buildings,  the  investment  account  and 
cash  in  vaults,  all  the  remaining  resources  are 
credit,  manufactured  and  based  upon  this  gold 
supply.  Were  these  great  factories  of  credit  to 
shut  their  doors,  industry  would  be  bled  white 
at  once.  The  wheels  of  every  enterprise  in 
America  would  immediately  cease  to  revolve. 
Therefore  it  seems  essential  to  consider  bank 
stocks  in  a  group  by  themselves  and  to  deter- 
mine at  the  same  time  whether  an  investment  in 
the  banks  of  New  York  City  would  have  proved 
more  advantageous  than  one  in  the  banks  of 
some  other  prosperous  outlying  city,  and  if  so, 
to  what  degree. 

In  selecting  the  financial  institutions  of  New 
York  it  was  decided  to  include  all  banks  in  that 
city  whose  net  worth  including  capital  and  sur- 
plus exceeded  $5,000,000.  Two  other  standards 
were  originally  set  up:  each  bank  must  have 
paid  dividends  in  1907  and  its  surplus  must 
have  been  at  least  50%  of  its  capital.  The  lat- 
ter provision  was  obviously  intended  to  protect 
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the  hypothetical  stockholder  against  the  possibil- 
ity of  assessment  under  the  double  liability  pro- 
vision of  the  National  Banking  Act.  As  a 
matter  of  fact  it  was  found  that  all  the  banks 
having  this  minimum  net  worth  met  both  the 
other  two  conditions.  The  banks  selected  were 
as  follows : 

NEW  YORK  BANK  STOCKS 

Capital  Surplus 

Stock  &  Undivided  Dividends 

1908  Profits  1908  1907 

American  Exchange  Nat.  ..$5,000,000  $5,136,800  $10.00 

Bank  of  America    1,500,000  4,606,100  24.50 

Chase   National    5,000,000  4,991,100  10.00 

Mechanics  &  Merchants  Nat.  3,000,000  3,704,800  14.00 

MetropoHtan    Trust    2,000,000  7,067,200  24.00 

Lawyers  Title  &  Guaranty. .  4,000,000  5,773,300  12.00 

U.    S.   Trust    2,000,000  13,586,400  50.00 

Union  Trust    1,000,000  7,626,800  50.00 

Bond  &  Mortgage  Guarantee  3,000,000  3,538,395  12.00 

Bank  of  Manhattan    2,050,000  3,288,900  6.00 

Bank  of  New  York  &  Trust  2,000,000  3,168,700  14.00 

Central  Trust   1,000,000  14,944,600  45.00 

Chemical  National   3,000,000  5,606,300  15.00 

Com   Exchange    3,000,000  5,068,900  14.00 

Equitable  3,000,000  10,215,600  11.50 

Farmers  Loan  &  Trust 1,000,000  5,946,100  10.00 

First  National    10,000,000  20,085,400  32.00 

Guaranty   Trust    2,000,000  6,389,800  20.00 

Hanover  National   3,000,000  9,286,300  16.00 

National  Bank  of  Commerce  25,000,000  14,956,300  8.00 

National  City  Bank   25,000,000  24,886,900  8.00 

National  Park  Bank   3,000,000  9,265,000  16.00 

New  York  Trust  Company. .   3,000,000  10,539,300  32.00 

Title  Guaranty  &  Trust  . . .   4,375,000  8,060,400  16.00 

U.  S.  Mortgage  &  Trust  . . .  2,000,000  4,382,200  20.00 
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Since  1908  many  New  York  financial  institu- 
tions not  included  in  the  above  list  have  at- 
tained positions  of  great  size,  prestige  and 
earning  power.  For  example,  the  capital  stock 
of  the  Bankers  Trust  Company  had  grown  by 
January,  1928  to  $20,000,000  and  its  surplus  to 
$41,373,600.  In  January  1908,  however  its  cap- 
ital stock  was  only  $1,000,000  and  its  surplus 
but  $1,061,500.  Its  net  worth  of  $2,061,500  was 
at  that  time  too  small  to  allow  its  inclusion  in  a 
list  of  banks  whose  minimum  net  worth  was 
$5,000,000.  It  has  since  become,  under  the  in- 
fluence of  the  great  house  of  Morgan  one  of  the 
largest  banks  in  America.  Several  other  im- 
pressive examples  could  be  cited.  Had  such 
banks  as  these  been  included  in  the  list  the 
average  growth  during  the  succeeding  twenty- 
year  period  would  have  been  even  more 
striking. 

Boston  Bank  Stocks 
So  many  factors  apply  only  to  banks  in  New 
York  that  it  seemed  advisable  to  compare  their 
stocks  with  those  of  banks  located  elsewhere. 
In  making  the  selection  of  the  institutions  to 
compose  the  list  of  outside  banks  two  courses 
were  open.  One  was  to  select  aU  the  banks  of 
the  United  States  having  a  net  worth  of  a  given 
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amount  or  more.  The  other  was  to  confine  the 
study  to  a  single  city,  selecting  all  the  banks  in 
that  city  down  to  a  much  lower  minimum  net 
worth.  The  difficulties  of  the  former  course, 
which  from  a  statistical  standpoint,  would  per- 
haps have  been  the  sounder  plan  to  pursue, 
were  that  in  many  cases  the  data  with  respect 
to  the  issue  of  stockholders'  rights  and  the 
terms  of  various  mergers  and  consolidations  in 
banks  outside  New  York  are  exceedingly  diffi- 
cult to  obtain  except  from  the  records  and  files 
of  the  banks  themselves.  It  was  not  until  with- 
in very  recent  years  that  reliable  information 
of  this  sort  was  compiled  and  placed  in  avail- 
able form  by  the  Commercial  and  Financial 
Chronicle,  Moody,  Poor  and  others.  An  at- 
tempt to  trace  the  history  of  banks  all  over  the 
United  States  with  their  various  ramifications 
of  mergers  and  special  provisions  with  respect 
to  stockholders'  rights  would  have  been  an  ex- 
haustive undertaking  and  might  not  have 
proved  satisfactory  in  the  end  if  the  necessary 
information  proved  unavailable.  The  second 
course  was  to  select  a  typical  city  to  represent 
the  country  as  a  whole.  The  limitations  of  the 
conclusions  of  such  a  course  are  evident. 

The  question  as  to  whether  the  banking  busi- 
ness in  a  given  city  is  typical  of  that  of  the 
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whole  country  for  a  certain  period  would  seem 
to  involve  whether  that  city  is  large  and  pros- 
perous enough  to  constitute  a  *' sufficient  sam- 
ple*', whether  its  industries  are  thoroughly 
diversified,  and  whether  in  rate  of  population, 
income  and  production  it  is  keeping  pace  with 
the  rest  of  the  country.  If  it  lags  behind  or 
pushes  ahead  faster  than  the  average,  it  can 
hardly  be  described  as  representative.  Espe- 
cially in  banking  and  finance  is  the  test  of  nor- 
mal growth  essential  for  the  purpose  of  this 
study.  By  these  various  yardsticks  how  closely 
has  the  development  of  Boston  approximated 
that  of  the  rest  of  the  country  during  the  past 
twenty  years? 

In  1908  Metropolitan  Boston  was  the  fourth 
largest  community  in  the  United  States.^  The 
industrial  development  of  the  tributary  terri- 
tory was  well  diversified.  Massachusetts 
ranked  as  the  fourth  state  in  the  value  of  its 
industrial  manufactures  and  first  in  the  value 
of  its  fisheries  products,  in  boots  and  shoes, 
and  in  the  manufacture  of  cotton  and  woolen 
goods. ^ 

As  to  the  rapidity  of  the  growth  of  its  pop- 

^  U.  S.  Census,  1910.    See  also  Decennial  Census,  Mass.  1925, 
page  23. 

2  Statistical  Abstract  of  the  United  States,  1926,  page  692. 
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ulation,  the  increase  of  Boston  between  1900 
and  1910  was  19.6%  as  compared  with  21%  for 
the  United  States  as  a  whole  including  New 
York.^  The  racial  components  of  Boston  con- 
sisted of  a  high  percentage  of  the  early  settlers 
of  America  and  a  large  proportion  of  each  suc- 
cessive wave  of  immigration.^ 

The  total  bank  clearings  of  Boston  for  1907 
were  exceeded  only  by  those  of  Chicago  and 
New  York.  In  deposits  and  in  total  banking 
capital  including  surplus  and  undivided  profits 
for  1907,  Boston  banks  ranked  fourth,  follow- 
ing New  York,  Chicago  and  Philadelphia.* 

It  has  been  quite  the  fashion  among  authors 
and  financial  writers  to  describe  Boston,  and 
even  New  England  in  general,  as  a  decadent 
section  rapidly  falling  behind  the  rest  of  the 
country,  especially  in  manufacturing,  banking 
and  finance.  Such  is  decidedly  not  the  case. 
During  the  period  between  1908  and  1928  the 
population  of  the  United  States  as  a  whole  in- 
creased 35.7%,  or  at  the  annual  rate  of  1.78%. 
Metropolitan  Boston  increased  40.1%,  or  at 
the  average  rate  of  2%  each  year.  Even  New 
York,   a  community  noted  for  its   exceeding 

3  U.  S.  Census,  State  Supplement  for  Mass.,  1910,  pp.  596-7. 
*  World's  Almanac,  1908,  p.  361. 
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rapidity  of  growth,  increased  but  2.14%   an- 
nually during  that  period.^ 

It  was  stiU  the  fourth  largest  community  in 
the  United  States  despite  the  growth  of  many 
prosperous  communities  on  the  Pacific  Coast 
and  in  the  great  automobile  manufacturing  sec- 
tions. The  development  of  the  automobile  re- 
duced the  state  to  seventh  in  rank  as  to  value 
of  industrial  manufactures.  Nevertheless,  the 
increase  in  the  industrial  development  of 
Massachusetts  compared  very  favorably  with 
that  of  the  United  States  as  a  whole.  The 
value  of  all  manufactures  in  the  United  States 
increased  145%  between  1909  and  1923,  while 
in  Massachusetts  alone  they  increased  140%.^ 
Despite  the  growth  of  New  York,  Newark,  St. 
Louis  and  other  centers,  Massachusetts  con- 
tinued to  lead  the  country  in  the  manufacture 
of  boots  and  shoes,  in  1925  far  exceeding  the 
State  of  New  York,  its  nearest  competitor.  In 
the  value  of  its  fisheries  products  the  gain  was 
nearly  40%  between  1908  and  1924.  The  de- 
velopment of  cotton  manufacturing  in  the  South 


5  Computed  by  Investment  Trust  Analyst,  Cambridge,  from 
Statistical  Abstract,  1926,  pages  3,  46,  Decennial  Census,  Mass., 
1925. 

^  Computed  by  Investment  Trust  Analyst  from  Decennial 
Census,  Mass.,  1925,  Table  I,  page  1284  and  Biennial  Census 
of  Manufactures,  1923,  pp.  14,  1211. 
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has  been  truly  phenomenal,  but  Massachusetts 
nevertheless  continued  to  hold  supreme  rank  in 
this  respect  and  far  surpasses  its  nearest  com- 
petitor in  the  manufacture  of  woolen  goods. 

The  peculiar  characteristic  of  New  England 
as  a  whole  and  of  Massachusetts  and  especially 
Boston  in  particular,  is  the  persistent  ingenuity 
with  which  its  people  turn  to  new  industries 
just  as  soon  as  competition  becomes  too  severe 
in  the  older  ones. 

With  respect  to  bank  clearings,  Philadelphia 
had  apparently  nosed  out  Boston  for  third 
place  by  the  end  of  1927,  but  if  all  the  separate 
municipal  units  comprising  Metropolitan  Bos- 
ton had  been  considered,  Boston  would  still 
have  stood  third.  As  to  combined  capital  and 
surplus,  however,  and  as  to  deposits,  Boston 
had  maintained  its  position  as  fourth  in  rank  in 
spite  of  the  growth  of  banking  in  San  Fran- 
cisco, Pittsburgh,  and  Detroit. 

Taking  all  these  facts  into  consideration  Bos- 
ton appeared  to  have  kept  pace  with  the  de- 
velopment of  the  country  as  a  whole.  In  fact, 
it  seemed  difficult  to  find  a  more  typical  and 
truly  representative  American  city. 

The  officers  of  several  of  the  largest  Bos- 
ton banks  courteously  opened  their  records 
and  files  and  assisted  the  compilers  to  obtain 
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information  and  data  otherwise  entirely  inac- 
cessible. In  view  of  all  these  various  con- 
siderations Boston  banks  were  selected  for 
comparative  purposes  on  the  assumption  that 
they  might  prove  fairly  representative  of  bank- 
ing conditions  outside  New  York.  The  Boston 
banks  chosen  to  compose  the  comparative  series 
included  all  banks  in  that  city  whose  net  worth, 
including  capital  and  surplus,  amounted  to 
over  $4,000,000.  In  order  to  compete  success- 
fully with  other  banks,  less  money  seemed 
essential  than  in  New  York.  Each  bank  paid 
dividends  during  1907  and  its  surplus  was  at 
least  50%  of  its  capital.  The  banks  selected 
were  as  follows: 

BOSTON  BANK  STOCKS 

Capital  Surplus 

Stock  &  Undivided  Dividends 

1908  Profits,  1905  1907 

1.  National  Shawmut $3,500,000  $4,852,387  $8.50 

2.  First   National    2,000,000  2,716,109  11.00 

3.  Second  National   2,000,000  2,658,579  20.00 

4.  Merchants    National    ..   3,000,000  3,512,867  9.00 

5.  Old  Colony  Trust   1,500,000  5,889,113  20.00 

6.  City  Trust    1,500,000  2,696,800  8.00 

7.  International  Trust    ...   1,000,000  4,061,530  16.00 

The  above  list  of  Boston  banks  is  not  by  any 
means  inclusive  of  all  those  which  have  shown 
great  progress  during  the  past  two  decades. 
The  Atlantic  National  Bank  in  particular  has 
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displayed  a  degree  of  progressiveness  and  man- 
agerial ability  seldom  equalled  even  in  New 
York,  and  its  stockholders  have  profited  accord- 
ingly. A  lower  minimum  net  worth  than  $4,000,- 
000  would  have  been  set  except  that  it  would 
have  rendered  the  series  less  comparable  with 
that  of  New  York.  Furthermore,  it  is  equally 
true  that  in  New  York  several  institutions 
which  in  1908  were  too  small  to  be  included  in 
the  list  or  were  organized  since  that  date  have 
proved  among  the  most  profitable  institutions 
in  that  city.  The  list  of  Boston  banks  has  an- 
other limitation  in  the  fact  that  it  is  so  short 
that  it  does  not  constitute  the  ideal  basis  for  a 
comparative  statistical  study.  Nevertheless, 
the  progress  of  the  majority  of  the  banks  not 
included  in  this  list  indicates  that  the  inclusion 
of  the  smaller  banks  of  Boston  would  have  in- 
creased the  discrepancy  found  to  exist  in  favor 
of  New  York  banks.  No  conclusions  based  on 
any  of  the  above  series  should  be  accepted  with- 
out realizing  their  respective  limitations,  but 
any  mathematical  method  of  selecting  data  is 
likely  to  be  freer  from  bias  and  hence  more 
reliable  than  an  attempt  to  decide  arbitrarily 
what  a  reasonable  man  would  have  picked  out 
twenty  years  ago. 

The  original  data  and  computations  are  far 
too  voluminous  for  inclusion  in  a  study  of  this 
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character.  Even  the  tables  and  a  description 
of  the  statistical  methods  adopted  are  likely  to 
prove  of  more  interest  to  the  student  than  to 
the  investor.  The  tables,  with  a  brief  state- 
ment of  how  they  were  compiled  and  computed, 
will  be  found  in  Appendix  D,  page  198. 

Photostatic  copies  of  original  data  and  com- 
putations may  be  obtained  by  application  to  the 
Investment  Trust  Analyst,  Cambridge,  Massa- 
chusetts. 

Each  of  the  respective  series  was  then  re- 
duced to  a  basis  of  a  $1000  investment  in  Jan- 
uary, 1908.  Chart  No.  1  shows  what  happened 
to  the  investment  in  each  case.  The  investment 
in  New  York  Bank  stocks  showed  an  increase  in 
market  value  to  $3869.13  or  287%.  The  $1000 
investment  in  Boston  banks  increased  37.92% 
to  $1379.18.  The  common  stocks  increased 
65.4%  to  $1654.30.  The  $1000  investment  in 
bonds  increased  5.69%  to  $1056.90,  and  the 
$1000  investment  in  preferred  stocks  decreased 
9%  to  $990.99.  At  any  time  during  this 
entire  period  the  owner  of  New  York  bank 
stocks  could  have  sold  out  his  investment  for 
more  than  he  paid  for  it.  This  was  true  of  no 
other  series,  even  including  the  bonds  them- 
selves. Considering  the  fact  that  absolutely 
no  bias  was  present  in  the  selection  of  the 
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securities  composing  the  respective  lists,  the 
results  are  highly  significant  and  illuminating 
and  seem  to  show  conclusively  the  respective 
merits  of  an  investment  in  each  of  these  various 
classes  of  securities  over  the  particular  period 
of  twenty  years  under  examination,  at  least 
from  the  standpoint  of  appreciation  of  prin- 
cipal in  terms  of  actual  dollars. 

A  study  of  the  relative  income  obtainable 
from  each  of  the  respective  classes  of  securities 
involves  deciding  whether  stockholders*  rights 
may  properly  be  considered  income.*  Pre- 
ferred stocks  and  bonds  seldom,  if  ever,  return 
to  their  holders  any  income  in  the  form  of  stock 
dividends  or  rights  to  subscribe  to  additional 
stock  at  less  than  market  value.  Common 
stocks,  especially  those  of  banks,  are  increas- 
ingly prolific  in  the  issuance  of  these  rights. 
In  this  study,  stock  dividends  are  invariably 
treated  as  capital  distribution  and  their  value  is 
added  to  the  principal  of  the  fund.  Valuable 
stockholders'  rights  are  frequently  issued  to 
the  shareholders  of  New  York  financial  institu- 
tions. The  instances  of  such  distributions  in 
the  case  of  common  stocks  and  Boston  Bank 


*  Miles  vs.  Safe  Deposit  &  Trust  Co.  259  U.  S.  247,  (1923) 
holds  that  if  stockholders'  rights  are  sold  the  profit  actually 
realized  thereby  is  income. 
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stocks  are  comparatively  rare.  Some  econo- 
mists consider  the  issuance  of  stockholders* 
rights  a  distribution  of  principal.  It  is  ex- 
tremely difficult  to  draw  the  line  between  the 
distribution  of  an  unusually  valuable  right  to 
purchase  additional  stock  and  an  extraordinari- 
ly large  cash  dividend.  In  any  event  it  is  as- 
sumed for  the  purpose  of  this  study,  that  the 
investor  was  unwilling  or  unable  to  exercise  the 
stockholders'  rights  when  issued,  and  that  he 
had  no  recourse  other  than  to  sell  them ;  and  in 
this  respect  the  general  practice  of  the  fixed 
trust  is  adopted.  The  typical  fixed  trust  has 
no  fund  for  the  exercise  of  stockholders '  rights. 
It  is  only  in  the  case  of  some  of  the  more  mod- 
ern flexible  trusts  of  the  broad  discretionary 
or  specialized  management  type  that  a  reserve 
fund  has  been  created  to  permit  the  exercising 
of  stockholders'  rights.  Hence  for  the  purpose 
of  this  study,  all  stockholders'  rights  are  con- 
sidered to  have  been  sold  at  the  market  and  the 
proceeds  added  to  the  cash  dividends  to  make 
up  the  total  income.  If  a  security  was  assessed, 
it  was  assumed  for  purposes  of  this  study  that 
the  holder  was  unwilling  to  pay  the  assessment, 
and  that  he  would  have  sold  out  immediately 
and  put  the  proceeds  into  his  bank.  This  is 
the  usual  policy  of  the  fixed  trust.    In  all  cases, 
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therefore,  the  amount  recovered  was  assumed 
to  have  been  added  to  total  income. 

Summary  A  shows  the  average  annual  in- 
come received  on  the  investment  of  $1000  in 


SUMMARY  A 

CASH  INCOME 

Annual  income,  including  the  proceeds  of  the  sale  of  stock- 
holders' rights  for  the  twenty  year  period  —  1908  to  1927, 
inclusive,  on  a  diversified  investment  in  each  investment 

medium 


Boston 

New  York 

Preferred 

Common 

Bank 

Bank 

Bonds 

Stock 

Stock 

Stocks 

Stocks 

1908    

,.   4.75% 

5.58% 

7.18% 

4.14% 

5.58% 

1909    

.   4.75 

5.67 

6.47 

4.12 

5.70 

1910    

.   4.75 

5.58 

7.94 

5.82 

9.28 

1911    

.   4.75 

5.49 

6.87 

4.29 

5.62 

1912    

.   4.75 

5.44 

7.14 

21.31 

10.19 

1913    

.   4.75 

5.21 

7.38 

4.46 

5.91 

1914    

.   4.75 

6.69 

6.25 

4.03 

6.03 

1915    

.   4.75 

4.52 

5.72 

8.92 

6.08 

1916    

.   4.75 

5.33 

6.43 

4.20 

11.10 

1917    

.   4.75 

5.14 

7.11 

4.98 

10.93 

1918    

.   4.75 

4.70 

6.71 

5.70 

6.70 

1919    

.   4.75 

4.52 

6.06 

8.84 

10.12 

1920    

.   4.75 

4.38 

5.78 

16.90 

11.84 

1921    

.   4.75 

4.04 

6.43 

5.76 

8.70 

1922    

.   4.75 

4.73 

5.73 

5.57 

7.97 

1923    

.   4.75 

4.32 

6.00 

12.20 

8.17 

1924    

.   4.75 

6.71 

6.77 

5.15 

8.66 

1925    

.   4.75 

4.17 

6.76 

13.06 

11.0^ 

1926    

.   4.75 

4.17 

7.30 

9.69 

13.33 

1927    

,.   4.75 
ual 

5.47 

8.84 

6.62 

13.68 

Average  Ann 

Income 

4.75% 

5.09% 
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each  of  the  respective  classes  of  investment 
from  1908  to  1927  inclusive,  together  with  the 
average  annual  rate  of  yield  on  each  investment. 
The  conclusions  are  obvious  and  the  decided  ad- 
vantage in  favor  of  New  York  bank  stocks  over 
all  the  other  classes  of  investment  on  the  basis  of 
income  is  almost  as  striking  as  the  advantage 
from  the  point  of  view  of  capital  appreciation. 
The  popular  idea  that  New  York  bank  stocks 
show  a  relatively  small  yield  as  compared  with 
other  classes  of  securities  is  proved  to  be  utter- 
ly without  foundation. 

Summary  B  shows  the  average  annual  per- 
centage of  income  and  appreciation  respec- 
tively of  each  class  of  security  on  a  basis  of  the 
percentage  of  the  original  investment  in  1908, 
together  with  the  combined  average  annual  per- 
centage of  appreciation  and  income.  The  lat- 
ter figure  represents  what  may  be  called  **real 
income"  in  terms  of  dollars.  It  is  obvious  that 
no  investment  is  sound,  regardless  of  its  high 
income  yield,  if  when  the  holder  desires  to 
realize  on  his  investment  by  its  sale,  he  is  com- 
pelled to  suffer  a  heavy  loss  of  the  principal. 
This  loss  of  principal,  whatever  it  may  be,  has 
to  be  deducted  from  the  income  yield.  The  total 
loss  should  be  divided  by  the  number  of  years 
the  investment  has  been  held  and  the  quotient 
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subtracted  from  the  average  annual  income.  By 
the  same  token,  if  there  has  been  an  apprecia- 
tion of  principal,  it  is  only  fair  in  making  any 
comparison  of  the  investment  merits  of  various 
classes  of  securities  to  divide  that  appreciation 
by  the  number  of  years  the  respective  invest- 
ments have  been  held  and  add  the  average  an- 
nual appreciation  to  the  average  annual  income 
in  order  to  determine  the  real  income  in  terms 
of  dollars.    Such  an  operation  shows  even  more 


SUMMARY  B 


ilEAL  INCOME 

A  summary  of  the  average  annual  rate  per  cent  of  income 
and  appreciation  combined  on  a  diversified  investment  in 
each  class  of  security  during  the  period  1908  to  1927,  in- 
clusive, including  the  proceeds  of  the  sale  of  stockholders' 

rights 


Appreciation 


Total 
Capital 

Appreciation 

Bonds    5.69% 

Preferred  Stock   -.90* 

Common  Stock 65.44 

Boston  Bank  Stock  ...  37.92 
New  York  Bank  Stock  286.91 

*  Depreciation 


Average 
Annual 
Rate  of 
Appreciation 

0.28% 
-.04* 
3.27 
1.90 
14.34 


Cash 

Income 


Average 
Annual 
Rate 
of  Income 

4.75% 
5.09 
6.74 
7.79 

8.83 


Real 

Income 

Combined 

Average 

Annual 

Rate 

of  Apprec. 
&  Income 

5.03% 

5.05 
10.01 

9.69 
23.17 


47 


THE  SOLUTION 


clearly  than  ever  the  overwhelming  advantage 
in  income  and  profits  of  an  investment  in  New 
York  bank  stocks  over  all  classes  of  invest- 
ments here  considered,  as  shown  in  the  bar 
graph  on  the  opposite  page. 

It  would  have  been  difficult  to  select  a  more 
advantageous  time  than  January,  1908,  to  make 
a  long-term  investment  in  any  class  of  security. 
The  panic  of  1907  had  served  to  squeeze  out  un- 
warranted appreciation,  had  tested  the  stabili- 
ty of  every  company  and  had  strained  its  earn- 
ing capacity.  During  the  succeeding  twenty 
years  many  factors,  economic  and  social,  con- 
tributed to  the  results  shown  in  the  respective 
tables  and  graphically  represented  in  Chart  No. 
1.  It  is  difficult,  if  not  impossible,  to  measure 
the  relative  importance  of  these  factors,  but  it 
is  well  worth  while  to  consider  them.  Chapter 
IV.  will  outline  and  discuss  those  which  are  ap- 
parently the  most  significant. 

Whatever  the  causes  and  explanations,  the 
above  statistical  results  seem  conclusive,  and 
leave  New  York  bank  stocks  in  a  class  by  them- 
selves. 
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CHAPTER  IV 

The  Shrinking  Dollar 

How  to  Keep  Pace  With  the  Cost  of  Living 

From  the  standpoint  of  safety  of  the  prin- 
cipal, it  is  clearly  insufficient  to  compare  the 
respective  merits  of  various  classes  of  securi- 
ties in  terms  of  their  dollar  values  alone.  Ken- 
neth van  Strum  and  Irving  Fisher  have  point- 
ed out  that  over  a  period  of  years  the  purchas- 
ing power  of  the  dollar  varies  and  that  its  gen- 
eral trend  is  downward.  One  who  has  invested 
in  a  fixed  income-bearing  security,  such  as  a  pre- 
ferred stock  or  bond,  may,  if  his  selection  was 
wise  and  fortunate,  constantly  enjoy  a  cash  in- 
come equal  to  the  exact  amount  anticipated  at 
the  time  of  the  original  investment.  At  maturi- 
ty he  may  receive  in  dollars  the  exact  sum  rep- 
resented by  the  face  value  of  his  security.  Nev- 
ertheless if,  in  the  meantime,  the  value  of  the 
dollar  invested  has  decreased  in  terms  of  pur- 
chasing power,  he  has  actually  suffered  a  loss. 
These  dollars  are  absolutely  worthless  except 
for  what  they  will  buy;  he  cannot  eat  or  wear 
them  or  use  them  for  shelter,  and  the  satisfac- 
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tion  that  he  may  derive  from  counting  them 
over  is,  to  say  the  least,  ephemeral.  At  the  time 
he  saved  his  money  and  made  his  investment  he 
may  be  presmned  to  have  sacrificed  necessities 
or  luxuries  with  the  intention  of  enjoying  ne- 
cessities and  luxuries  later  on.  If  instead  of  in- 
vesting a  dollar,  he  were  to  have  purchased  a 
bushel  of  wheat  in  1908  and  to  have  placed  it 
in  a  warehouse,  and  at  the  expiration  of  a  cer- 
tain period  were  to  have  called  for  his  sack  of 
wheat  and  found  it  only  half  full,  he  would  have 
wanted  to  know  the  reason  why.  If  instead  he 
had  invested  the  doUar  in  a  security  and  had 
found  after  a  period  of  years  that  its  value 
had  so  declined  that  if  sold  its  proceeds  would 
not  buy  a  sacTc  of  wheat  but  only  half  a  sack, 
he  should  have  felt  equally  aggrieved.  In 
other  words,  the  man  who  buys  bonds  or  other 
fixed  income-bearing  securities  payable  at  ma- 
turity in  gold  is  speculating  or  gambling  on 
what  the  purchasing  power  of  that  dollar  will 
prove  to  be  at  the  expiration  of  the  period.*  In 
order  to  compare  the  respective  merits  of  the 
various  classes  of  investments  in  terms  of  what 
a  dollar  will  buy  from  time  to  time,  it  is  there- 
fore essential  to  reduce  each  series  to  the  termi 


*  Cf .  Smith,  Edgar  L.,  "Speculation  and  Investment,**  At- 
lantic Monthly,   October,   1925. 
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of  the  purchasing  power  of  the  dollar.  Eeal 
income  certainly  does  not  mean  the  amount  of 
gold  obtainable  from  an  investment,  but  the 
amount  of  commodities  and  services  that  in- 
vestment will  pay  for  during  the  changing  con- 
ditions which  may  prevail  over  the  entire  pe- 
riod of  investment. 

The  best  investment  of  $1000  in  1908,  there- 
fore, would  have  been  in  those  securities  which 
not  only  maintained  the  principal  unimpaired, 
but  which  appreciated  in  value  and  in  income 
yield  sufficiently  to  offset  any  rise  in  the  price 
of  commodities  and  services.  Commodity  prices 
at  wholesale  are  not  by  any  means  the  only 
measure  of  the  real  purchasing  power  of  the 
dollar.  Rents  and  services,  for  example,  must 
also  be  considered.  The  best  index  to  choose, 
therefore,  would  take  into  consideration  retail 
commodity  prices,  rentals,  wage  payments,  and 
other  elements,  including  even  the  very  securi- 
ties in  which  one  must  invest  his  savings.  After 
considering  various  indexes,  the  one  which 
seemed  to  measure  most  accurately  the  relative 
pull  on  the  purse  strings  of  the  individual 
householder  on  one  hand,  and  of  large  investors 
including  institutions,  estates,  and  corporations 
on  the  other,  was  the  so-called  *^  Index  of  the 
General  Price  Level''  compiled  by  the  Federal 
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Reserve  Bank  of  New  York,  sometimes  called 
an  index  of  the  ^^Cost  of  Living.''  This  index 
was  prepared  by  the  eminent  statistician  Carl 
Snyder.  Some  consider  it  the  last  word  in  an 
attempt  to  measure  changing  price  conditions 
from  the  standpoint  of  the  average  dollar 
spent.  The  Federal  Reserve  Bank  of  New  York 
used  these  figures  in  deflating  bank  clearings 
in  their  effort  to  ascertain  the  meaning  of  the 
fluctuations  in  the  volume  of  check  transactions 
outside  New  York  in  terms  of  the  real  purchas- 
ing power  of  the  dollar  and  as  a  general  meas- 
ure of  the  prosperity  of  the  country.*  That 
index  was  therefore  chosen  for  this  study  as 
the  best  available  measure  of  the  trend  of  the 
cost  of  living,  enabling  the  investor  to  compare 
the  monetary  value  of  his  securities  and  income 
at  any  given  time  with  what  he  could  have  bought 
originally. 

The  different  factors  comprising  the  index  of 
the  general  price  level  compiled  by  the  Federal 
Reserve  Bank  of  New  York  were  originally 
weighted  as  follows:  commodity  prices  at 
wholesale,  2;  composite  wage  payments,  3%; 
elements  of  the  cost  of  living,  S^/^;  rents  1. 

*  New  York  bank  clearings  were  excepted  because  of  the 
relatively  greater  amount  of  transactions  which  represent 
merely  short-time  borrowings,  including  call  loans,  to  pur- 
chase and  carry  securities. 
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These  factors  are  applicable  only  until  Decem- 
ber, 1912,  inclusive.  From  January,  1913,  to 
April,  1928,  different  components  enter  into  the 
situation  and  the  factors  comprising  the  index 
were  changed  and  made  more  inclusive.  From 
1913  to  1928  the  weighting  of  the  respective 
components  was  as  follows: 


1.  Industrial  Prices — Non-agric.     Wholesale We 

2.  Farm  prices  at  the  Farm   

3.  Eetail   Food — 51    cities    

4.  Rents— 32    Cities    

5.  Clothing,  Fuel,  Furnishings,  etc.,  Retail 

6.  Freight — Transportation  Costs   

7.  Realty  Value — Urban  and  Farm   

8.  Securities — Bonds  and  Stocks    

9.  Equipment  and  Machinery 

10.  Hardware  Prices    

11.  Automobile  Prices   

12.  Wages— F.  R.  B.,  N.  Y.,   Composite    

12.     Wages,  Federal  Reserve  Board  Composite 
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The  method  adopted  for  deflating  each  se- 
ries, i.  e.,  reducing  it  to  the  terms  of  purchas- 
ing power,  was  the  usual  one  of  dividing  the 
respective  items  of  quarterly  values  in  each 
series,  namely,  bonds,  preferred  stocks,  com- 
mon stocks,  New  York  bank  stocks,  and  Boston 
bank  stocks,  and  the  dividends  and  proceeds 
of  the  sale  of  rights  composing  the  cash  income 
from  each  of  these  series,  by  the  corresponding 
figure  in  the  index  of  general  prices. 

In  order  to  make  the  various  comparisons 
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EEAL  VALUES  IN  BONDS 


simpler  the  index  of  the  general  price  level  was 
reduced  to  relatives  on  a  base,  January,  1908, 
equals  100,  It  is  thus  possible  to  start  all  the 
various  series  at  the  same  point  on  the  different 
charts.    Chart  No.  2  shows  three  separate  lines : 

(a)  the  index  of  the  general  level  of  prices  re- 
duced to  the  base,  January,  1908,  equals  100, 

(b)  the  series  of  bond  prices  in  terms  of  dollars, 
and  (c)  the  series  of  bond  prices  reduced  to  the 
terms  of  the  purchasing  power  of  the  dollar. 

With  January,  1908,  as  100  in  the  index  of 
general  prices  the  highest  point  reached  was 
221  in  June,  1920.  The  war  produced  a  great 
demand  for  commodities  and  labor,  and  this  de- 
mand remained  unsatisfied  until  over  a  year 
after  the  war  was  over.  Eising  prices,  how- 
ever, caused  a  reduction  of  consumption  and 
prices  had  to  be  reduced  to  meet  consumption 
until  the  combined  reductions  produced  serious 
business  depression.  The  price  level  index  had 
reached  172  by  March,  1922,  and  from  then  on 
has  been  slowly  rising  so  that  at  the  end  of 
1927  it  touched  190. 

The  market  value  of  the  bonds  remained 
about  even  through  all  the  twenty  years  except 
during  1920  and  1921.  They  were  of  the  very 
highest  grade  that  could  be  selected.  In  Jan- 
uary, 1908,  $1000  worth  of  these  bonds  would 
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REAL  VALUES  IN  PREFERRED  STOCK 

have  bought  $1000  worth  of  commodities.  If 
sold  in  June,  1920,  the  proceeds  would  have 
bought  only  $373.60  worth  of  the  same  commod- 
ities. Even  at  the  end  of  1927  the  bonds  would 
have  purchased  but  $550.47  worth,  and  there- 
fore that  is  all  they  were  really  worth  in  terms 
of  their  value  in  January,  1908.  The  difference 
of  $449.53  is  actual  loss  to  the  owner  of  the 
bonds.  He  speculated  on  the  purchasing  power 
of  money  and  lost  nearly  half  his  investment. 
In  the  meantime,  of  course,  his  income  was 
$47.50  a  year  from  the  beginning  to  the  end, 
but  the  purchasing  power  of  this  income  in 
terms  of  1908  was  only  about  $25  in  1928.  Dur- 
ing the  year  1920  the  real  value  of  this  income 
was  even  less,  falling  to  $17  in  June,  1920. 

Chart  No.  3  shows  what  happened  to  the  pur- 
chasing power  of  the  investment  in  preferred 
stocks  under  the  same  conditions.  On  the  whole 
this  record  is  worse  than  any  of  the  others. 
From  1908  to  1909  the  purchasing  power  rose 
about  25%,  chiefly  because  of  the  rapid  rise  in 
security  prices  following  the  panic  of  1907. 
From  that  point  it  falls  off  steadily  until  1920 
when  it  reaches  its  minimum  of  $333.  From 
that  time  on  the  index  rose  gradually.  Yet  at 
the  end  of  1927  the  real  value  of  this  invest- 
ment was  only  a  little  more  than  half  what  it 
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had  been  two  decades  before.  The  improve- 
ment since  1922  is  a  result  of  an  actual  increase 
in  the  market  value  of  stocks.  This  increase, 
despite  the  fact  that  preferred  stocks  have  ma- 
terially participated  in  the  bull  market,  is  whol- 
ly insufficient  to  restore  the  parity  of  the  pur- 
chasing power  of  the  investment.  By  the  close 
of  1927  the  purchasing  power  of  what  was  left 
of  the  preferred  stock  list  had  fallen  from 
$1000  to  $509.50,  a  net  loss  of  $490.50  or  nearly 
half  the  investment. 

The  general  trend  of  the  common  stock  series 
in  terms  of  purchasing  power  follows  the  pre- 
ferred except  that  it  fluctuates  more  widely,  as 
one  may  observe  in  Chart  No.  4.  The  swings 
have  been  slightly  more  violent  in  the  post-war 
period,  especially  since  1920.  Since  that  year 
the  prosperity  in  all  lines  including  railroads 
has  produced  a  rising  trend  in  the  purchasing 
power  of  their  stocks,  in  spite  of  the  fact  that 
during  the  same  period  there  has  been  a 
gradual  rise  in  general  prices  since  1921  as 
shown  by  the  Federal  Board  Index.  By  1920 
the  purchasing  power  of  the  original  $1000  in- 
vestment in  common  stocks  had  fallen  to  $357 
so  that  if  a  man  had  sold  out  what  was  left  of 
his  common  stocks  after  the  troubles  of  1920, 
he  could  have  bought  but  $357  worth  of  the 
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BEAL  VALUES  IN  BOSTON  BANKS 

same  commodities  that  lie  could  have  obtained 
in  1908  with  the  money  invested.  The  other 
$643  was  a  real  and  total  loss.  By  holding  on 
until  January  1928,  however,  the  recovery  in 
stock  prices  combined  with  the  reduction  in 
commodity  prices  brought  the  real  value  of  his 
investment  back  to  $861.60.  After  holding  the 
stock  twenty  years  and  after  the  greatest  bull 
market  in  the  history  of  America  had  continued 
almost  without  a  break  for  six  years,  he  was 
still  out  nearly  14%  of  his  real  investment. 

In  terms  of  purchasing  power  the  value  of  in- 
vestment of  $1000  in  the  group  of  Boston  banks 
had  decreased  to  $467  by  the  last  quarter  of 
1920,  as  shown  in  Chart  No.  5.  From  that  time 
on  there  was  a  gradual  increase,  due  principal- 
ly to  the  increase  in  value  of  the  stocks  them- 
selves, until  during  the  last  quarter  of  1927  the 
bank  stocks  were  worth  in  terms  of  purchasing 
power  $688.40.  The  net  loss  in  actual  purchas- 
ing power  suffered  by  the  investor  of  $1000  in 
January,  1908,  was  $311.60,  or  nearly  one-third 
of  his  investment.  The  results  clearly  indi- 
cate that  an  investment  in  Boston  banks  would 
have  been  superior  in  terms  of  purchasing 
power  to  one  in  either  bonds  or  preferred  stock, 
but  that  nevertheless,  the  recent  appreciation 
in  the  value  of  these  bank  stocks  has  been  in- 
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sufficient  to  keep  pace  with  the  rising  cost  of 
living. 

When  finally  we  turn  to  the  effect  of  the  pur- 
chasing power  of  the  dollar  on  the  malrket 
prices  of  New  York  bank  stocks,  Chart  No.  6 
tells  a  very  different  story.  From  1908  to  the 
end  of  1916  the  rising  cost  of  living  was  unable 
to  reduce  the  p'archasing  power  of  the  original 
investment  below  par.  At  that  time,  however, 
war  conditions  affected  even  New  York  bank 
stocks  and  they  dropped  to  a  low  point  of  a  lit- 
tle more  than  $600  in  1921.  In  1922,  despite  a 
continued  rise  in  the  index  of  general  prices  the 
series  began  an  upward  climb  unequalled  by 
any  of  the  other  groups.  By  the  middle  of  1924 
the  investment  reached  parity  in  terms  of  pur- 
chasing power ;  by  the  end  of  1925  it  was  worth 
40%  more  than  par  according  to  that  yardstick, 
and  by  the  last  quarter  of  1927  the  purchasing 
power  was  180%  of  what  it  was  at  the  time  of 
the  original  investment.  Conditions  such  as 
were  prevalent  during  and  immediately  suc- 
ceeding the  World  War,  when  the  man-power 
of  nearly  every  civilized  nation  was  in  unpre- 
cedented demand,  when  materials  of  every  use- 
ful kind  were  demanded  for  immediate  delivery 
regardless  of  price,  are  hardly  likely  to  be  re- 
peated,   and   no    investment    can   insure    one 
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REAL  VALUES  COMPARED 

against  so  exceptional  a  grouping  of  factors  as 
occurred  at  that  time.  Nevertheless,  the  action 
of  the  series  of  New  York  bank  stocks  reduced 
to  the  terms  of  purchasing  power  proves  be- 
yond question  its  ability  to  insure  the  investor 
against  price  changes  under  normal  conditions, 
and  it  is  evident  from  Chart  No.  7,  in  which  all 
the  deflated  series  are  compared,  that  it  is  the 
only  one  of  the  groups  studied  which  will  even 
begin  to  do  so.  The  investment  insurance  thus 
provided  by  New  York  bank  stocks  is  sufficient 
of  itself  to  justify  the  conservative  investor  in 
selling  all  his  bonds  and  preferred  stocks  and 
in  *' swearing  off''  gambling  against  the  effects 
of  the  shrinking  dollar. 
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CHAPTER  IV 

Reasons  Why 

Factors  Contributing  to  the  Safety  and  Profits 
of  New  York  Bank  Stocks 

In  the  two  previous  chapters,  at  least  so  far 
as  the  period  1908  to  1928  inclusive  may  be 
used  as  a  basis  for  a  conclusion,  the  overwhelm- 
ing superiority  of  New  York  bank  stocks  over 
bonds,  preferred  stocks,  common  stocks,  and 
the  stocks  of  Boston  banks  as  a  long-term  in- 
vestment medium  has  been  statistically  demon- 
strated. On  the  chart  New  York  bank  stocks, 
starting  slowly  at  first,  mount  ever  higher  and 
higher.  This  chapter  will  point  out  what  ap- 
pear to  be  the  principal  causes  of  this  evident 
superiority,  and  wiU  attempt  to  indicate 
whether  past  performances  may  be  relied 
upon  as  a  safe  guide  for  the  future. 

The  apparent  reason  why  the  common  stock 
series  has  failed  to  make  as  good  a  showing  as 
the  New  York  bank  stock  series  is  that  this  com- 
mon stock  series  is  so  heavily  weighted  with 
railroad  issues.  Nevertheless,  the  fact  that  the 
railroads  were  taken  over  by  the  Government 
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during  the  war  is  probably  not  the  reason  for 
their  low  prices  at  the  end  of  the  series,  because 
later  on  the  Government  paid  handsomely  for 
the  losses,  if  any,  which  were  suffered  as  a  re- 
sult of  Government  operation.  The  railroads 
used  this  money  to  renew  the  road  beds,  rails, 
and  equipment  and  it  is  quite  possible  that  the 
value  of  railroad  common  stocks  today  is  high- 
er than  it  would  have  been  but  for  the  net  re- 
sult of  Government  ownership.  Nor  is  regula- 
tion of  rates  necessarily  the  only  explanation, 
for  in  many  instances  the  roads  have  volun- 
tarily reduced  rates.  As  a  matter  of  fact  some 
of  the  most  profitable  of  all  the  common  stocks 
studied  have  been  railroad  issues  and  many  of 
the  worst  failures  have  been  found  among  the 
industrials.  Nevertheless  it  is  indeed  true  that 
the  railroad  issues  as  a  whole  have  exerted  a 
depressing  effect  upon  the  list.  Why  is  this  so? 
Not  long  ago  an  eminent  authority  in  finance 
drew  a  resemblance  between  the  life  of  each  in- 
dustry and  that  of  a  human  being.  Each,  he 
said,  has  its  infancy,  its  adolescence,  its  lusty 
maturity,  and  its  period  of  senile  decadence.* 
In  its  early  years  an  industry  often  finds  dif- 
ficulty in  gaining  banking  support  or  public 

*  Dewing,  A.  S.,  ' '  Financ^ul  Policy  of  Corporations,  * '  Eonald 
Press,  1926,  pp.  1228  fe. 
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following,  and  nearly  every  company  that 
starts  goes  to  the  wall.  Later  on  the  product 
improves,  the  general  public  begins  to  buy, 
sales  increase,  and  the  industry  forges  ahead  in 
the  spirit  of  youth  under  a  heavy  handicap  of 
the  incredulity  and  indiiference  of  the  **old 
folks  ^'  in  the  banks.  Finally  the  industry  grows 
up ;  the  bankers  feel  safe  in  lending  their  whole- 
hearted support  and  it  enters  into  the  period  of 
its  greatest  prosperity.  Later  on  it  has  achieved 
its  fullest  possible  development:  the  plant  ca- 
pacity becomes  over-expanded  and  interest 
charges  must  be  paid  on  a  fixed  investment  in 
dull  times  as  well  as  in  good.  Still  later,  sub- 
stitutes are  found  and  the  public  support  is 
gradually  mthdrawn.  The  railroad  business 
in  America  may  have  arrived  at  the  end  of  its 
period  of  rapid  growth;  substitutes  for  its  one 
product,  transportation  by  rail,  have  already 
appeared. 

An  editorial  writer  in  the  '*  American 
Banker'*  of  July  24th,  1928,  drew  a  line  of  dis- 
tinction between  the  banking  business  and  all 
other  lines  of  industry  in  the  following  words : 

*'The  reason  why  the  bank  stock  market  possesses 
this  underlying  trend  towards  higher  and  higher 
prices  is,  first  of  all,  that  the  banking  business  is 
permanent  as  long  as  the  present  organization  of  so- 
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ciety  exists.  It  is  a  fundamental  part  of  our  present 
economic  structure.  Such  is  not  the  case  with  in- 
dustrial stocks.  They  are  engaged  in  a  particular 
line  of  industry  which  serves  a  particular  want.  It 
may  be  cosmetics,  soft  drinks,  automobile  tires,  or 
silk  stockings.  The  line  of  industry  will  continue 
to  be  profitable  as  long  as  people  need,  or  want,  or 
desire  cosmetics,  soft  drinks,  automobile  tires,  and 
silk  stockings ;  but  if  fashion,  taste,  or  utility  change 
in  the  course  of  years  the  business  becomes  obsolete 
and  the  value  of  an  investment  in  its  securities  may 
become  worthless.  To  illustrate  the  truth  of  this 
point  it  is  only  necessary  to  remember  that  50  years 
ago  the  industry  of  harness  making  would  have  been 
considered  a  very  solid  and  permanent  business." 

Business  and  industrial  conditions  are  in  a 
continuous  state  of  flux.  New  methods  of 
transportation  have  been  introduced  with  start- 
ling rapidity  during  the  past  hundred  years. 
Starting  with  the  horse  and  sailboat  we  have 
successively  added  to  our  practical  equipment 
the  steam  vessel,  the  railroad,  and  the  auto- 
mobile. As  each  new  service  came  into  general 
use,  it  curtailed  the  profits  of  some  former  fa- 
vorite. Indeed  there  are  some  who  believe 
that  at  least  in  long  distance  passenger  traffic 
air  transportation  will  eventually  displace 
them  all. 

The  true  explanation  of  why  New  York  bank 
stocks  seem  to  be  superior  as  a  long-term  in- 
vestment is  that  they  constitute  the  great  credit 
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factories  of  the  nation.  They  are  the  heart  of 
the  circulatory  system  of  the  American  body 
economic.  The  banks  throughout  the  country 
constitute  the  arteries  through  which  this 
credit  flows :  the  credit  itself  is  the  life-blood 
without  which  no  industry  could  exist.  Indus- 
tries wax  and  wane  with  changing  fancies  and 
conditions,  with  new  inventions,  new  styles,  new 
wants,  and  new  opportunities.  BanliS  sell  to 
whatever  industry  is  prosperous  at  a  given 
moment  as  much  credit  as  it  can  pay  for.  If 
the  people  are  purchasing  bicycles,  the  bicycle 
business  borrows  from  the  bank.  If  the  people 
leave  their  bicycles  in  the  woodshed,  their 
horses  in  the  barn,  and  take  to  automobiles,  the 
bicycle  makers  and  the  blacksmiths  go  under 
and  receive  no  credit.  Unless  he  is  protected 
by  adequate  collateral,  the  banker  is  careful  to 
lend  money  only  to  an  enterprise  that  is  profit- 
able and  growing.  As  soon  as  the  motor  car  in- 
dustry had  demonstrated  its  stability  and  broad 
popular  favor,  banks  supplied  its  credit  needs, 
and  not  before. 

This  credit  which  we  are  treating  as  a  com- 
modity is  capable  of  use  and  abuse.  It  may 
do  good  or  harm ;  but  whatever  may  be  the  ups 
and  downs  of  each  individual  industry,  credit 
is  in  constant  demand.    This  demand  increases 
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HINDSIGHT  VS.  FORESIGHT 

with  every  new  discovery  and  invention  far 
more  rapidly  than  the  growth  of  population. 
To  epitomize  the  discussion,  with  apologies  to 
Tennyson,  industries  may  come  and  industries 
go,  but  the  banking  business  goes  on  forever. 

For  purposes  of  comparison  charts  No.  8  and 
9  are  presented,  each  showing  two  curves.  The 
New  York  bank  stock  series  and  the  common 
stock  series  appear  on  separate  charts,  each 
accompanied  by  a  curve  of  all  the  securities 
of  the  identical  class  which  are  included  in 
the  portfolios  of  two  of  the  principal  invest- 
ment trusts  of  the  United  States,  so  far  as 
these  component  companies  were  listed  on  the 
New  York  Stock  Exchange  twenty  years  ago. 
While  it  is  not  to  be  presumed  that  the  invest- 
ment trusts  made  their  selections  solely  on  the 
basis  of  past  performances,  and  doubtless  con- 
sidered future  possibilities  with  at  least  the 
same  meticulous  care  as  displayed  by  Carl 
Snyder  in  1907,*  yet  these  series  are  based  far 
more  on  ^'hindsight''  than  ^'foresight.''  The 
same  ability  devoted  to  administration  of  the 
trusts  as  has  been  displayed  in  the  selection  of 
securities  should  produce  splendid  results.  Nat- 
urally, each  of  these  trusts  makes  a  better 
showing  than  the  lists  selected  wholly  without 

*  See  Appendix  C,  page  192. 
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economic  or  statistical  bias.  Tlie  very  value  of 
investment  trust  management  begins  with  se- 
lection, and  mere  size  and  present,  dividend 
paying  capacity  are  by  no  means  the  only  cri- 
teria to  consider.  The  discrepancy  in  the  case 
of  the  two  common  stock  series  is  almost  un- 
believable. It  is  the  group  of  industrial  favo- 
rites which  have  most  largely  participated  in 
the  upward  swing  of  the  great  bull  market,  and 
these  favorites  constitute  most  of  the  list  in 
the  common  stock  trust,  while  they  were  main- 
ly absent  from  the  series  compiled  especially 
for  this  study.  The  two  bank  stock  series  fin- 
ished but  little  apart,  showing  that  in  the  ex- 
ceptional case  of  buying  New  York  bank  stocks 
twenty  years  ago  one  could  have  done  about  as 
well  by  guesswork  as  he  could  by  looking 
forward  twenty  years,  like  a  prophet,  before 
making  his  selection.  All  the  banks  proved  win- 
ners. Not  so  all  the  common  stocks.  In  1907 
no  one  could  have  selected  with  unerring  judg- 
ment the  stocks  of  the  companies  which  were 
destined  to  become  the  great  leaders  of  1928. 
Out  of  a  list  of  100  securities  now  composing 
one  of  the  very  best  common  stock  trusts  of  the 
specialized  management  type*  only  27  were 
paying  dividends  and  important  enough  to  be 

See  page  147. 
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FALLACY  OF  THE  FIXED  TRUST 

listed  on  the  New  York  Stock  Exchange  or 
quoted  regularly  elsewhere  twenty  years  ago. 
Eleven  of  them  were  railroads.  Ten  years  ago 
28  more  could  have  been  added  and  27  five  years 
ago.  The  remaining  18  were  comparatively 
unimportant  even  in  1922, — some  not  even 
organized  at  that  time. 

The  comparison  of  the  two  charts  brings  into 
startling  relief  the  fallacy  of  the  ^' fixed  trust '^^ 
idea  as  applied  to  common  stocks,  while  indicat- 
ing some  basis  for  its  approval  as  applied  to 
New  York  bank  stocks.  In  neither  case,  of 
course,  can  any  statistics  measure  the  advan- 
tage of  keen  managerial  ability.  Nevertheless, 
the  upward  trend  of  New  York  bank  stocks  is 
so  steep,^  or,  in  their  words,  their  tendency  to 
advance  is  so  marked  and  so  persistent,  that 
profits  over  a  period  of  years  seem  assured 
even  without  any  help  from  the  management. 
The  common  stocks  series  called  **  Foresight 
advances  so  haltingly  and  is  subjected  to  so 
many  vicissitudes  as  to  give  definite  warning 
of  its  inability  to  progress  satisfactorily  with- 
out competent  guidance.  Diversification  with 
safety  in  common  stocks  and  a  reasonable  share 
of  the  very  considerable  profits  available  can 

1  See  page  145. 

2  See  Chart  10,  page  88. 
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WHAT  SOMETIMES  HAPPENS 

be  assured  only  through  the  right  as  well  as  the 
ability  to  make  advantageous  changes  in  the 
portfolio  whenever  an  opportunity  arises.  Nor 
is  mere  flexibility  sufficient  of  itself.  Eternal 
vigilance  is  essential. 

In  1908  most  residents  of  New  England  con- 
sidered the  New  York,  New  Haven  and  Hart- 
ford the  very  safest  railroad  common  stock. 
The  price  at  which  it  was  selling  in  January 
1908  was  $133.94:  yet  because  of  a  decrease  in 
business,  over-expansion,  and  general  bad  man- 
agement it  was  later  saved  from  a  receivership 
only  by  the  narrowest  margin.  Its  stock  sold 
in  1923  for  $9.68  a  share.  The  Chicago,  Milwau- 
kee &  St.  Paul  Railroad  Company  stock  sold  for 
$110.69  in  January  1908 ;  in  the  year  1925  it  fell 
as  low  as  $3.25  a  share  and  the  stockholders 
who  were  unwilling  to  pay  an  assessment  of 
$32  a  share  would  have  had  to  sell  out  at  a  low 
price  or  lose  their  entire  investment.*  The 
demonstrable  safety  of  common  stocks  as  long- 
term  investments  must  necessarily  be  qualified 
by  the  obvious  fact  that  no  man  can  be  sure  of 
not  having  selected  in  advance  too  great  a  pro- 
portion of  stocks  which  may  afterwards  prove 
virtually  worthless. 

The  supervision  of  a  common  stock  trust  re- 

*  See  Appendix  D,  page  208,  Table  2-A. 
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quires  a  very  high  degree  of  specialized  man- 
agerial ability  and  experience.  The  manage- 
ment of  a  New  York  bank  stock  investment 
trust  requires  specialists  of  a  more  technical, 
but  totally  different  training,  experience  and 
temperament.  A  trust  composed  of  bonds  re- 
quires knowledge  and  experience  widely  differ- 
ing from  either  of  the  others.  It  seems  no  more 
reasonable  to  call  a  lawyer  to  set  a  broken  leg 
or  a  dentist  to  remove  an  appendix  than  to  ex- 
pect a  specialist  in  bonds  to  manage  a  bank 
stock  trust  or  an  expert  in  bank  stocks  to 
operate  a  trust  composed  of  listed  common 
stocks.  One  of  the  duties  of  an  investment 
trust  consultant  is  to  investigate  the  manage- 
ment with  a  view  to  deciding  whether  its  ability 
is  adequate  for  the  particular  task  it  seeks  to 
perform. 

Safety 
From  the  standpoint  of  safety  an  investment 
in  New  York  bank  stocks  enjoys  a  position  sec- 
ond only  to  United  States  government  bonds. 
The  element  of  risk  in  the  conduct  of  the  bank- 
ing business  is  minimized  by  regulatory  laws 
and  frequent  examinations  by  state  or  federal 
officials.  The  National  Banking  Act  and  the 
laws  of  the  several  states  require  frequent  re- 
ports so  standardized  in  form  that  only  a  com- 
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paratively  elementary  knowledge  of  accounting 
is  necessary  for  their  interpretation.  Bank 
examiners  call  frequently  to  examine  every 
item  on  the  balance  sheet,  to  count  every  securi- 
ty and  every  penny  in  the  vaults  and  to  scruti- 
nize the  legitimacy  and  safety  of  every  loan. 
Adequate  reserves  are  required  to  meet  all 
ordinary  demands  and  within  the  past  fifteen 
years  the  Federal  Reserve  System  has  been 
instituted  and  so  designed  as  to  meet  extraor- 
dinary demands.  Its  ability  to  meet  heavy 
strains  was  clearly  demonstrated  in  the  Great 
War. 

The  stockholder  of  the  great  banking  institu- 
tions of  New  York  is  further  protected  by  the 
huge  surpluses  that  the  average  banks  have 
built  up  over  a  long  period  of  years.  The  ag- 
gregate surpluses  of  the  New  York  banks  in- 
cluded in  this  study  amount  to  165.65%  of  their 
total  capitalization.  New  York  banks  make  a 
practice  of  paying  out  in  annual  dividends  only 
a  portion  of  their  average  yearly  earnings. 
This  accumulation  of  surplus  enhances  the  book 
value  of  the  bank  stock,  adds  to  its  earning 
capacity  per  share,  and  eventually  is  reflected 
in  the  market  prices  of  the  stocks  and  in  the 
dividends  paid  to  their  holders.  True  it  is  that 
banks  located  in  a  section  dependent  upon  a 
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single  industry,  such  as  agriculture,  have  suf- 
fered by  its  over-expansion  and  subsequent 
contraction.  The  diversification  available  to 
New  York  banks  is  unequalled  elsewhere.  New 
York  banks  draw  their  earnings  from  every 
line  of  business  in  this  country  and  abroad,  re- 
sulting in  an  extraordinary  degree  of  both  in- 
dustrial and  geographical  diversification  impos- 
sible for  banks  elsewhere  to  secure.  The  typ- 
ical metropolitan  institution  sows  the  seeds  of 
its  loans  in  every  field  of  business  and  reaps  its 
harvest  from  the  farthest  corners  of  the  earth. 
The  value  of  the  building  and  fixtures  of  a 
New  York  bank  is  ordinarily  carried  on  the 
books  at  a  depreciated  cost,  and  sometimes  at 
a  purely  nominal  figure.  The  rest  of  the  cap- 
ital is  highly  liquid,  especially  since  the  estab- 
lishment of  the  Federal  Reserve  System  which 
makes  possible  the  rediscounting  of  eligible 
paper.  None  of  the  banks  ever  issue  bonds  or 
preferred  stock,  upon  which  interest  and  div- 
idends might  have  to  be  paid  before  any  pro- 
vision could  be  made  for  dividends  on  its  com- 
mon stock.  The  common  stockholder  always 
has  the  first  claim  on  the  net  earnings  after  ex- 
penses. The  contrary  is  true  of  nearly  all  rail- 
road, public  utility,  and  industrial  common 
stocks. 
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The  officers  and  directors  of  corporations, 
other  than  banks,  are  not  subjected  to  federal 
or  state  supervision.  No  uniform  system  of 
accounting  is  in  vogue  or  legally  required. 
Distortion  of  balance  sheets  and  income  state- 
ments have  been  notoriously  prevalent  in  the 
past  and  there  is  little  ground  for  assuming 
that  these  practices  will  not  continue,  at  least 
to  some  extent,  in  the  future.  True  it  is  that 
the  New  York  Stock  Exchange  requires  of  the 
corporations  listed  thereon  frequent  balance 
sheets  and  income  statements  in  standardized 
form,  duly  certified  by  an  authorized  firm  of 
public  accountants.  Even  in  the  case  of  these 
corporations,  however,  the  interpretation  of 
their  accounts  and  balance  sheets  is  extremely 
difficult,  especially  if  an  attempt  is  made  to 
use  them  as  a  means  of  estimating  future  earn- 
ings. 

Because  of  these  various  factors  of  safety 
peculiar  to  New  York  banks,  the  states  of 
Connecticut,  Rhode  Island,  and  New  Hamp- 
shire have  made  New  York  bank  and  trust  com- 
pany shares  legal  for  investments  by  savings 
banks  chartered  in  those  states.  This  is  a  very 
strong  endorsement. 

The  safety  of  a  well-diversified  investment  in 
common   stocks   has  been  adequately   demon- 
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strated  by  Edgar  Lawrence  Smith^  and  so  far 
as  the  particular  period  under  discussion  is 
concerned  has  been  confirmed  by  the  results  set 
forth  in  the  previous  chapters.  Nevertheless, 
economic  history  records  that  the  public 
demand  so  changes  with  respect  to  each  in- 
dividual industry  that  it  is  hard  to  name  a  sin- 
gle one  in  which  a  certainty  of  profit  may  be 
predicted  over  a  term  of  years.  Furthermore, 
competition  within  each  industry  drives  the  so- 
called  *^ marginal  producer"  or  weaker  unit  to 
the  wall,  and  the  leader  of  today  may  be  super- 
seded tomorrow.  In  the  list  of  24  dividend-pay- 
ing common  stocks  studied  in  the  preparation 
of  this  volume  twelve  great  corporations,  each 
with  a  capitalization  of  over  $100,000,000,  re- 
duced or  suspended  their  dividends  at  some 
time,  and  one  failed.^  On  the  other  hand,  no 
single  investment  in  New  York  and  Boston 
banks  proved  unprofitable. 

Preferred  stocks  are  ordinarily  considered 
far  safer  than  common  stocks.  The  statistics 
indicate  that  the  contrary  is  the  case.  Of  the 
23  preferred  stocks  14  cut  or  passed  their  div- 

1  Common  Stocks  as  Long-Term  Investments,  Macmillan, 
1924. 

2  See  Appendix  J),  p.  208. 
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idends  below  the  1907  rate  and  seven  of  these 
failed. 

The  purposes  of  an  investment  in  preferred 
stocks  are  to  obtain  a  higher  income  yield  on 
the  investment  than  an  investment  in  bonds 
would  afford,  and  more  regularity  of  income 
payment  than  is  theoretically  assured  by  an 
investment  in  common  stocks.  Legally  the  pre- 
ferred stockholder  has  a  claim  upon  the  assets 
of  the  business  prior  to  the  common  stock,  but 
subject  to  the  bonds.  He  should,  therefore,  en- 
joy a  greater  measure  of  safety  than  the  com- 
mon stockholder,  while  assuming  more  risk 
than  the  bondholder.  As  a  matter  of  fact,  we 
find  on  a  statistical  basis  that  he  enjoys  far 
less  safety  than  either. 

It  is  not  within  the  scope  of  this  study  to  do 
more  than  suggest  why  preferred  stockholders 
usually  seem  to  fare  worse  than  common.  Per- 
haps one  reason  is  that  the  officers  and  direc- 
tors ordinarily  hold  large  blocks  of  common 
stock  and  little  or  no  preferred.*  When  a  com- 
pany passes  through  a  period  of  financial 
stress  so  that  preferred  dividends  have  to  be 
curtailed  or  discontinued,  the  management 
sometimes  seems  to  delay  resuming  payments 
until  the  preferred  stockholders  have   scaled 

*  Dewing,  A.  S.  *  *  Financial  Policy  of  Corporations, ' '  p.  44. 
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down  their  holdings,  have  permitted  a  decrease 
of  their  dividend  rate,  have  exchanged  their 
security  for  one  of  a  lower  grade  subordinated 
to  an  issue  of  bonds  or  prior  preferred  stock, 
or  finally,  in  extreme  cases,  have  paid  a  heavy 
assessment  to  obtain  new  stock  which  placed 
them  practically  on  a  par  with  the  holders  of 
common  stock.  The  management  usually  suc- 
ceeds in  protecting  the  interests  of  the  common 
stockholders  through  these  periods  of  stress  to 
a  position  of  ultimate  advantage.  Even  when 
preferred  stock  is  cumulative  and  dividends  for 
a  long  period  of  years  have  piled  up  in  arrears, 
the  management  could  contrive  to  use  that 
very  circumstance  as  a  sort  of  trading  point  or 
lever  to  force  the  preferred  stockholders  to 
scale  down  their  holdings  or  accept  a  poorer 
security  under  a  veiled  and  unexpressed  threat 
to  continue  the  present  management  at  ade- 
quate salaries  for  an  indefinite  period  before 
resuming  dividends  on  the  preferred  stock. 
Reorganizations  have  sometimes  proved  espe- 
cially severe  in  their  effect  upon  preferred 
stocks.* 

Every  New  York  bank  on  the  entire  list,  com- 
prising all  New  York  banks  having  a  net  worth 
of  $5,000,000  or  more  in  January,  1908,  was 

*  Ibid.,  p.  49. 
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more  prosperous  in  1928  than  in  the  beginning. 
None  had  failed;  one  or  two  had  been  merged 
with  other  banks  but  invariably  on  a  favorable 
basis  so  far  as  the  stockholders  were  concerned. 
At  no  time  after  the  first  quarter  of  1908  would 
the  investor  have  had  to  sell  out  his  investment 
at  a  loss.  Regardless  of  fluctuating  business 
conditions,  wars  and  rumors  of  wars,  he  con- 
tinued to  get  dividends  and  stockholders  *  rights 
on  an  ever-increasing  trend,  and  he  could  al- 
ways be  sure  of  selling  out  at  a  profit  whenever 
he  cared  to  do  so.  This  was  true  of  no  other 
investment  group  studied.  The  bond  holder 
received  exactly  the  same  interest  each  year 
during  the  entire  period.  His  principal  was 
usually  worth  more  than  he  paid,  but  not  very 
much  more.  He  had  purchased  his  bonds  at  a 
comparatively  advantageous  moment.  Hold- 
ing each  bond  to  maturity  he  would  probably 
receive  its  full  face  value  in  every  instance.  A 
long-term  investment,  however,  is  always  sub- 
ject to  the  reservation  that  conditions  may 
arise  compelling  the  immediate  sale  of  all  or  a 
portion  of  the  investment  holdings.  Unless  an 
investor  can  feel  assured  that  during  that  entire 
period,  except  perhaps  during  the  first  year 
or  two,  he  will  be  able  to  sell  out  his  holdings 
for  as  many  dollars  as  he  paid,  and  indeed  for 
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enough  dollars  in  addition  to  compensate  him 
for  any  probable  rise  in  commodity  prices  and 
in  the  cost  of  living,  he  has  disregarded  the  fac- 
tor of  safety.  He  should  look  about  for  some 
kind  of  security,  some  policy,  system  or  pro- 
gram, which  will  fully  protect  him.  At  any 
rate,  it  is  plain  that  he  cannot  protect  himself 
against  a  rising  cost  of  living  by  buying  bonds 
except  at  a  particularly  favorable  period  in  the 
business  cycle  when  bonds  bearing  a  low  cou- 
pon rate  are  selling  far  below  par,  as  in  1920. 
Preferred  stock  has  proved  to  be  even  more 
dangerous  as  an  investment.  Common  stock  is 
sounder  than  either  but  the  frequency  of  the 
reduction  or  suspension  of  dividends  indicates 
the  necessity  of  constant  supervision  of  the  in- 
vestment fund  by  trained  financiers  competent 
to  make  substitutions  whenever  they  seem  ad- 
visable. The  ordinary  investor  is  not  equipped 
with  a  sufficient  degree  of  training.  The  nec- 
essary information  is  seldom  available  to  him 
at  the  proper  time,  even  if  he  were  able  to  inter- 
pret it  correctly.  Bank  stocks  in  a  typical  city, 
if  Boston  may  be  assumed  to  be  such  a  one,  are 
evidently  a  safer  investment  than  bonds  or 
preferred  stocks,  if  one  rigidly  adheres  to  the 
principle  of  broad  diversification.  New  York 
bank  stocks  are  clearly  the  safest  of  them  all. 
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Earning  Capacity 

During  the  period  of  twenty  years  between 
January,  1908,  and  January,  1928,  various  fac- 
tors affected  the  earnings  of  New  York  bank 
stocks  in  a  revolutionary  manner.  From  1908 
to  1914  the  United  States  was  a  debtor  nation. 
A  part  of  the  national  income  had  to  be  sent 
abroad  annually  to  pay  interest  and  dividends 
on  securities  held  by  foreign  owners.  Capital 
required  for  the  expansion  of  business  enter- 
prises was  sought  in  London,  Berlin,  Paris, 
Amsterdam,  and  other  important  financial 
centers,  all  located  in  lands  burdened  with  a 
surplus  of  wealth  and  income  in  excess  of  their 
ability  to  keep  it  profitably  employed.^  New 
York  occupied  but  a  minor  position  in  interna- 
tional finance.  The  banks  of  New  York,  while 
highly  profitable,  showed  at  that  time  a  trend 
of  earnings  which  increased  but  gradually. 

The  war  brought  about  a  great  change.  In 
order  to  realize  cash  to  prosecute  the  war, 
European  nations  dumped  American  securities 
on  the  market  in  payment  for  needed  materials, 
goods  and  credits,  and  the  New  York  banks 
were  besieged  with  applications  for  capital  for 

1  Noyes,  Alexander  D.,  ' '  The  War  Period  of  American 
Finance,"  Putnam's  Sons,  N.  Y.,  1926,  pp.  5-8.  See  also 
p.  61. 
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A  CREDITOR  NATION 


the  expansion  of  domestic  enterprises.  The 
full  effect  of  this  change  was  not  apparent  until 
after  the  readjustment  period  following  the 
war.  Beginning  in  the  middle  of  1921,  however, 
the  new  factors  affecting  the  earnings  of  New 
York  banks  began  to  make  themselves  felt.^ 
New  York  had  become  the  money  center  of  the 
greatest  creditor  nation  in  the  world.  Today 
officials  of  domestic  corporations  and  the 
representatives  of  foreign  governments  usually 
find  in  New  York  a  greater  volume  of  unem- 
ployed and  loanable  funds  than  in  any  other 
city.  Furthermore,  owing  to  competition  be- 
tween the  several  great  New  York  banking- 
groups,  borrowers  are  in  a  position  to  shop  for 
the  money  they  need  under  conditions  elsewhere 
unparalleled.  New  York  banks  therefore  enjoy 
an  extraordinary  percentage  of  successful  bids 
for  various  profitable  underwritings  and  parti- 
cipations. As  a  result,  their  earnings  from 
1921-1928  have  increased  by  leaps  and  bounds 
and  the  end  appears  to  be  nowhere  in  sight. 

The  fact  that  the  New  York  Stock  Exchange, 
the  New  York  Curb  and  other  important  ex- 
changes are  located  there  affords  the  banks  of 


2  Burgess,  W.  R.,  Asst.  Federal  Reserve  Agent,  Federal  Re- 
serve Bank  of  New  York,  "Reserve  Banks  and  the  Money 
Market,''  Harper  &  Bros.,  New  York,  1927,  p.  244,  246. 
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that  city  another  particular  advantage.  These 
exchanges  usually  provide  an  immediate  outlet 
for  funds  in  the  form  of  call  or  demand  loans. 
Such  loans  enjoy  a  high  degree  of  safety  be- 
cause of  the  liquid  nature  of  the  collateral  by 
which  they  are  secured.  Hence  it  is  that  banks 
and  industrial  corporations  located  elsewhere 
than  in  New  York  frequently  send  their  surplus 
funds  to  New  York  banks  for  deposit  to  be 
loaned  on  call.*  Some  members  of  the  New 
York  Stock  Exchange  devote  all  their  time  to 
dealing  in  call  loans,  and  the  aggregate  of  their 
daily  transactions  runs  into  scores  of  millions. 
A  call  money  market  such  as  this  is  found  no- 
where except  in  New  York  City. 

Another  factor  which  has  greatly  contributed 
to  the  growth  of  New  York  banks  is  that  since 
the  war  population  and  building  in  New  York 
and  its  suburbs  have  been  growing  at  an  un- 
precedented rate,  greatly  increasing  deposits 
and  loans.  Moreover,  in  February,  1927,  Con- 
gress passed  the  so-called  McFadden  Actf  ex- 
tending the  opportunities  for  branch  banking 
and  granting  the  national  banks  many  new  priv- 
ileges peculiarly  valuable  in  so  large  a  city  as 

*  Of.  Burgess,  W.  R.,  ibid,  pp.  110,  124. 
t ' '  Public  Laws  of  the  69th  Congress, ' '  Chapter  191,  pp. 
1224-1234. 
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New  York,  spread  over  so  great  an  area  and 
containing  so  many  diverse  racial  centers.  The 
extent  to  which  branch  banking  has  been  ex- 
panded in  New  York  City  is  exemplified  by  the 
American  Exchange-Irving  Trust  Company  with 
twenty-two  branches  in  Greater  New  York;  by 
the  Chase  National  Bank  with  twenty-one 
branches ;  by  the  Chatham  Phenix  National  Bank 
with  thirteen  branches,  the  National  City  Bank 
with  twenty-one  branches,  the  Corn  Exchange 
Bank  with  sixty-six  and  the  Bank  of  Manhat- 
tan with  forty-five.  Branch  banking  gathers 
in  the  deposits  from  the  outlying  sections  for 
use  down  town.  It  has  proved  highly  profit- 
able. It  reduces  overhead  costs  and  places  the 
facilities  of  the  strongest  banks  in  locations 
convenient  for  residents,  shopkeepers,  and 
manufacturers  in  the  most  distant  corners  of 
the  far  flung  city.  Stockholders  of  some  of  the 
smaller  banks  in  Brooklyn  are  continually  be- 
sieged by  representatives  of  the  leading  banks 
on  Manhattan  Island  trying  to  buy  them  out 
and  thus  get  control  of  the  various  established 
offices  to  add  to  their  string  of  branches.  The 
general  trend  is  toward  greater  and  greater 
size.  Each  bank  wishes  to  gain  the  prestige 
and  advertising  value  of  being  known  as  one  of 
the    biggest    institutions    of    the    metropolis. 
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MERGERS 

Smaller  banks  are  purchased  at  high  prices. 
Medium  sized  banks  consolidate  and  the  largest 
banks  continue  to  add  to  their  capital  and  sur- 
plus not  only  by  plowing  back  most  of  their 
earnings  year  by  year,  but  by  issuing  and  sell- 
ing more  stock. 

Many  of  the  larger  financial  institutions  of 
New  York  have  huge  investment  holdings,  con- 
stituting in  a  sense  an  investment  trust  of  their 
own.  To  the  selection  and  management  of  these 
funds,  some  of  the  most  skillful  financiers  in 
America  are  devoting  their  chief  attention. 
Several  of  the  banks  have  active  bond  depart- 
ments and  some  have  subsidiary  corporations, 
all  the  stocks  of  which  they  own.  These  cor- 
porations are  organized  for  the  specific  pur- 
poses of  originating  and  dealing  in  securities, 
in  underwriting  bond  issues  and  in  participat- 
ing in  their  distribution.  The  man  who  owns  a 
share  of  stock  of  such  a  bank  participates  in 
the  profits  of  these  subsidiary  companies.  The 
National  City  Bank  owns  the  National  City 
Company;  the  Chase  National  Bank,  the  Chase 
Securities  Corporation,  etc.  Few  banks  out- 
side New  York  except  those  that  act  as  agents 
and  correspondents  of  Metropolitan  institu- 
tions are  able  to  participate  in  security  distri- 
bution to  any  such  degree.     Outside  of  New 
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York  security  distribution  is  ordinarily  carried 
on  by  investment  dealers  who  devote  them- 
selves exclusively  to  that  occupation. 

The  largest  trust  companies  in  New  York  City 
are  adding  greatly  to  their  earnings  by  acting  in 
a  fiduciary  capacity  for  individuals  and  cor- 
porations. Trust  Companies  are  advertising 
extensively  to  educate  the  public  to  the  advan- 
tages of  trust  estates.  It  is  the  New  York  banks 
especially  that  are  able  to  profit  from  this 
source  because  of  their  accessibility  to  the  gen- 
eral offices  of  many  large  corporations  for 
whose  bondholders  they  are  frequently  called 
upon  to  act  as  trustees. 

Stability  of  Earnings 

New  York  banks  are  noted  for  the  stability 
of  their  earnings,  regardless  of  general  busi- 
ness activity.  Their  services  are  in  demand 
in  good  times  and  in  bad.  Their  prosperity  is 
by  no  means  dependent  upon  conditions  in  any 
one  section  of  the  country  or  in  any  one  line 
of  industry.  Directly  or  indirectly  nearly 
every  bank  in  the  United  States  is  a  correspon- 
dent of  one  or  more  New  York  City  banks  or 
trust  companies.  Thus  to  a  notable  degree  the 
New  York  institutions  undoubtedly  reflect  the 
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wealth,  income,  and  prosperity  of  the  country 
as  a  whole,  rather  than  that  of  a  particular  sec- 
tion. 

The  earnings  of  a  bank  are  not  materially 
affected  by  the  business  cycle.  At  the  peak  of 
general  prosperity  New  York  banks  turn  their 
money  over  about  eighty  times  a  year,  or  about 
twice  as  often  as  banks  in  the  other  large  cities 
of  the  country.*  When  business  over-expands 
and  the  prices  of  general  securities  show  the 
effects  of  over-speculation,  call  money  rates 
usually  advance  to  high  levels.  New  York  banks 
are  then  in  a  position  to  take  advantage  of  the 
situation.  During  a  period  of  extreme  busi- 
ness depression  the  funds  of  New  York  banks, 
most  of  which  have  subsidiary  corporations 
for  the  specific  purpose,  may  be  invested  in 
securities  which  at  that  time  invariably  yield 
unusually  high  rates  of  return.  "When  general 
business  again  improves,  these  securities  are 
sold  on  an  advancing  market  and  the  proceeds 
loaned  on  the  expanding  commercial  demand. 
Thus  it  is  frequently  the  case  that  some  New 
York  banks  are  able  to  earn  more  money  in 
bad  times  than  in  good.    **What  they  may  lose 

■^'  Burgess   '  *  The   Federal  Eeserve   System   and   the  Money 
Market"  page  112. 
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in  volume,  they  make  up  for  by  the  charges 
levied.''* 

Management 

Undoubtedly  one  of  the  principal  reasons 
for  the  continued  prosperity  and  high  level  of 
earnings  of  New  York  banks  as  compared  with 
those  of  the  rest  of  the  country,  is  the  calibre  of 
their  management.  New  York  with  its  finan- 
cial opportunities  is  the  mecca  of  many  of  the 
ablest  men  and  as  a  result  the  leading  banks 
attract  some  of  the  most  brilliant  financiers 
ever  developed  in  the  country.  Guiding  their 
affairs  or  serving  as  members  of  their  various 
boards  of  directors  are  men  whose  names  have 
become  household  words  throughout  the  land, 
as  for  instance,  J.  P.  Morgan,  Cornelius  Van- 
derbilt,  Marshall  Field,  George  F.  Baker, 
Charles  M.  Schwab  and  Pierre  S.  du  Pont. 
Such  an  array  of  outstanding  financial  ability 
is  unavailable  except  in  New  York  City  re- 
gardless of  the  fact  that  the  banks  of  every 
city  command  the  best  brains  of  that  communi- 
ty. The  importance  of  aggressive  and  power- 
ful bank  management  can  hardly  be  under- 
estimated.    On  the  other  hand  it  is  perhaps 

*  W.  H.  Woodward,  "Profits  in  Bank  Stocks,**  Macmillan, 
1927,  page  21. 
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the  most  difficult  single  factor  to  weigh  and 
measure  of  all  those  contributing  to  the  pros- 
perity of  a  great  metropolitan  financial  insti- 
tution. A  perusal  of  the  successive  lists  of  of- 
ficers and  members  of  the  Board  of  Directors 
of  each  New  York  bank  over  the  past  twenty 
years  indicates  that  the  banks  showing  rec- 
ords of  greatest  prosperity  in  terms  of  earn- 
ing capacity  and  in  rate  of  growth  of  deposits 
and  of  net  worth,  respectively,  are  ordinarily 
those  managed  by  men  whose  ability  is  gen- 
erally admitted,  and  whose  names  are  familiar 
even  outside  banking  circles.  Perhaps  it  is 
the  man  who  develops  the  bank;  perhaps  the 
opportunity  develops  the  man.  Perhaps  the 
prevalent  circumstances  and  conditions  of  the 
metropolis  develop  them  both.  The  fact  is 
that  the  combination  of  city,  bank  and  man 
has  in  twenty  years  produced  astounding  re- 
sults as  counted  in  cold  cash. 

Future  of  New  York  Banks 

As  to  the  future,  the  obvious  criticism  of  any 
argument  based  on  comparing  the  records  of 
the  leading  common  stocks  of  1908  with  those  of 
the  principal  New  York  bank  stocks  of  that  day 
is,  ''No  one  understood  much  about  diversifica- 
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tion  in  those  days ;  and  in  any  event  the  railroad 
issues  were  about  all  he  had  to  pick  from.  This 
is  a  new  era.  Today  we  are  rather  an  indus- 
trial than  an  agricultural  nation.  There  are  at 
least  ten  important  industries  among  which  to 
diversify.  In  the  future  common  stocks  might 
prove  more  profitable  than  New  York  banks.'' 
Doubtless  diversified  common  stocks  in  the 
hands  of  a  skilled  investment  trust  manage- 
ment will  prove  highly  profitable,  as  in  the  past, 
regardless  of  what  may  happen  to  single  in- 
dustrial units  here  and  there.  Indeed  in  such 
hands  they  may  prove  even  more  profitable 
than  the  most  brilliantly  operated  trust  in  New 
York  bank  stocks  can  ever  be.  The  first  con- 
sideration in  all  investments  is  safety,  however, 
— safety  first,  last  and  always,  before  profit 
possibilities ;  and  that  means,  of  course,  safety 
in  terms  of  purchasing  power.  The  important 
point  brought  out  by  the  two  *^ Hindsight''  and 
** Foresight"  charts  is  the  superior  safety  of 
New  York  banks,  showing  one's  ability  to  pick 
them  blindly  and  still  be  assured  of  almost 
perfect  success.  New  York  banks,  moreover, 
are  the  leading  representatives  of  the  oldest 
non-agricultural  activity  still  prosperous  in 
America ;  and  the  demand  for  their  product  in- 
creases in  a  geometrical  ratio  to  the  population. 
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With  the  steadily  increasing  complexity  of 
human  wants  to  be  financed,  and  with  the  grow- 
ing dependence  of  all  nations  upon  American 
financial  leadership,  their  future  bids  fair  to 
prove  even  brighter  than  their  past. 
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CHAPTER  V 

Recommendations 

New  York  Bank  Stocks  and  the 
Investment  Trust 

The  purpose  of  this  chapter  is  to  describe 
the  disadvantages  and  inconveniences  of  New 
York  bank  stocks,  especially  from  the  stand- 
point of  the  small  investor,  and  to  show  how 
certain  types  of  investment  trusts  can  entirely 
overcome  them.  An  attempt  will  also  be  made 
to  show  why  a  properly  constituted  invest- 
ment trust,  composed  exclusively  of  New  York 
bank  stocks,  operated  under  the  special  man- 
agement of  skillful  and  experienced  bank  stock 
specialists  should  at  least  double  the  income 
and  further  safeguard  the  principal  of  the 
fund. 

In  spite  of  the  overwhelming  advantage  of 
a  diversified  investment  in  New  York  bank 
stocks  as  compared  with  an  investment  in 
bonds,  preferred  stock,  common  stocks  or  stocks 
of  banks  located  outside  New  York,  the  gen- 
eral impression  prevails  that  the  high  prices 
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of  New  York  bank  stocks  place  them  out  of 
the  reach  of  the  ordinary  investor.  Regard- 
less of  the  many  factors  which  enable  New 
York  banks  to  earn  money  whether  in  good 
times  or  in  bad  and  which  contribute  to  the 
safety  of  their  stocks,  to  the  high  average  of 
their  income  yield  over  a  period  of  years  and 
to  the  rapid  appreciation  of  the  market  price, 
the  small  investor  ordinarily  feels  he  cannot 
afford  to  invest  in  New  York  banks  at  all.  He 
realizes  that  the  average  price  of  a  share  of 
stock  in  the  thirty  or  forty  most  promising 
banks  of  New  York  City  is  between  $750  and 
$1000,  and  that  if  he  is  to  choose  only  the  larg- 
est and  most  prosperous  banks  with  the  best 
record  of  earnings  and  growth,  managed  by 
outstanding  financial  leaders,  the  average 
cost  of  a  share  is  even  greater.  He  realizes 
that  the  initial  yield  from  cash  dividends,  ex- 
clusive of  the  sale  of  stockholders'  rights,  is 
less  than  the  yield  of  the  best  bonds,  and  that 
if  he  invests  in  the  stock  of  but  one  or  two 
banks  he  is  as  likely  as  not  to  pick  out  stocks 
which  will  afford  him  comparatively  small  re- 
turns on  his  investment  and  may  not  issue 
rights  to  the  stockholders  for  years  to  come. 
He  may  need  the  proceeds  of  the  sale  of  these 
rights  to  supplement  his  income  in  early  years. 
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Furthermore,  without  a  specialized  knowledge 
of  when  a  bank  stock  is  selling  for  more  than 
it  is  worth,  as  is  sometimes  the  case,  he  might 
be  so  unlucky  as  to  choose  the  very  stock  whose 
value  is  most  inflated,  and  which  he  might  have 
to  hold  for  a  year  or  two  in  order  to  get  his 
money  back.  Unless  he  has,  say,  $20,000  to  in- 
vest he  realizes  that  he  can  hardly  buy  even 
one  share  each  of  the  twenty  most  promising 
New  York  banks,  and  that  otherwise  he  cannot 
obtain  sujfficient  diversification  to  justify  any 
investment  whatsoever.  How  may  all  these 
various  disadvantages  and  inconveniences  be 
avoided?  The  specific  purpose  of  this  chapter 
is  to  prove  that  the  answer  lies  in  a  properly 
constituted  investment  trust. 

First  of  aU,  there  is  the  bug-a-boo  of  **  dou- 
ble liability  to  assessment'^  to  worry  the  in- 
vestor contemplating  his  first  purchase  of  bank 
stock.  To  what  kind  of  bank  stocks  does  it 
apply,  and  what  does  it  reaUy  mean  1  Investiga- 
tion will  soon  indicate  that  double  liability  is 
incurred  by  all  owners  of  national  bank  stock 
whose  names  appear  of  record  on  the  transfer 
books  of  the  bank,  unless  they  have  previously 
sold  in  good  faith  to  some  one  else.  The  pur- 
chaser, of  course,  assumes  the  liability  whether 
he  arranges  to  have  the  stock  transferred  to 
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his  name  or  not.  If  the  bank  should  fail  so  bad- 
ly as  to  exhaust  all  its  capital  and  surplus  and 
more,  the  stockholders  would  become  liable  to 
the  depositors  and  other  creditors  for  the  de- 
ficiency, up  to  the  par  value  (usually  $100  per 
share)  of  the  shares  held  by  each  stockholder. 
The  receiver  would  be  legally  obligated  to  col- 
lect by  assessment  from  each  stockholder,  if  he 
could,  the  pro  rata  amount  of  the  deficiency  ac- 
cording to  the  number  of  shares  held  by  him 
or  her,  up  to  the  actual  par  value  of  each  share, 
but  no  more. 

National  banks  in  New  York  usually  have  a 
surplus  in  an  excess  of  their  capital.  In  case  of 
trouble,  before  the  capital  can  become  impaired 
the  surplus  must  first  be  liquidated  and  appHed 
to  the  liabilities.  The  First  National  Bank  of 
New  York  has  a  surplus  of  over  eight  times  its 
capital,  and  the  total  surplus  and  undivided 
profits  account  of  all  the  national  banks  studied 
is  now  over  165%  of  their  capital.  Obviously, 
it  would  take  a  very  bad  failure  indeed  to  ex- 
haust the  surplus  of  such  a  bank,  with  loans 
so  widely  diversified.  The  cost  of  a  share  of 
First  National  Bank  stock  on  May  17,  1928, 
was  $4750.  The  par  value  of  this  single  share 
is  $100.  The  extreme  liability  of  the  stock- 
holder is  $100.    During  the  present  century  not 
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a  single  dollar  of  assessment  has  been  levied 
against  the  stockholder  of  any  New  York  na- 
tional baiik.  Considering  the  inter-relation^ 
ships  between  the  various  banks  and  banking 
houses,  and  the  operation  of  the  Federal  Re- 
serve System  it  is  almost  inconceivable  that  the 
stockholder  of  any  large  bank  will  ever  be 
assessed. 

Nevertheless,  the  double  liability  legally 
exists  and  no  one  to  whom  it  is  a  source  of 
worry  should  own  stock  in  a  national  bank. 
The  investment  trust,  however,  shields  the  in- 
vestor from  this  liability,  because  owing  to  the 
multiplicity  of  ownership  it  would  be  utterly 
impracticable  for  the  receiver  of  the  bank  to 
look  behind  the  assets  of  the  trust  to  enforce 
a  liability  of  this  character  against  the  individ- 
ual. Nor  is  it  conceivable  that  the  necessity 
would  ever  arise.  Suppose  the  twenty-five 
banks  studied  constituted  some  sort  of  invest- 
ment trust  composed  of  one  share  of  each  of 
these  banks.  If  one  of  the  nine  national  banks 
on  the  list  should  fail  so  disastrously  as  to  re- 
quire a  100%  assessment  against  its  stock- 
holders, the  total  liability  of  the  trust  would  be 
$100  per  share.  That  $100  would  be  deducted 
from  the  dividends  paid  by  the  other  twenty- 
four  banks,  or  from  a  reserve  fund,  if  one  had 
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been  established.  Under  no  circumstances, 
even  if  the  entire  nine  were  to  fail  would  the 
liability  exceed  $900,  and  in  no  case  could  a 
shareholder  of  the  investment  trust  be  charged 
with  this  liability,  as  the  total  assets  of  the 
trust  would  at  present  quotations  exceed 
$25,000. 

That,  however,  is  the  very  least  of  all  the 
advantages  of  a  properly  constituted  invest- 
ment trust  in  bank  stocks.  The  sources  of  in- 
come enjoyed  by  an  individual  owner  of  bank 
stocks  are,  as  shown  in  previous  chapters,  two- 
fold: 

A.  Cash  dividends  paid  hy  the  hanks. 

B.  Proceeds  of  the  sale  of  stockholders' 
rights. 

The  properly  organized  investment  trust  in 
bank  stocks,  managed  by  specialists  of  skill  and 
experience,  has  an  additional  source  of  income 
which  should  amount  to  at  least  as  much  as  the 
proceeds  from  each  of  the  other  sources,  i.  e. : 

C.  Profits  from  the  turnover  of  securities. 
The  possibilities  of  these  three  chief  sources 

of  income  to  the  holder  of  New  York  bank 
stocks  will  be  discussed  in  that  order. 

The  individual  investor  has  no  more  difficulty 
in  receiving  and  keeping  account  of  the  cash 
dividends  received  from  a  diversified  invest- 
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ment  in  twenty  or  thirty  New  York  banks  than 
from  an  equal  number  of  industrial  or  railroad 
securities  and  no  less.  The  details,  however, 
require  attention  and  time.  The  trustee  of  a 
proper  kind  of  investment  trust  collects  the  div- 
idends and  pays  them  to  the  shareholder  with 
interest,  semi-annually  in  one  check.  This,  of 
course,  simpHfies  an  investment  program.  No 
one  of  the  numerous  small  dividend  checks  is 
lost  in  the  mail  and  forgotten,  and  the  trustee 
always  takes  care  to  see  that  the  amount  paid 
to  the  shareholder  of  the  trust  is  exactly  cor- 
rect. When  it  comes  to  the  more  complicated 
matters  involved  in  the  sale  of  stockholders' 
rights,  however,  the  investment  trust  is  in  a 
position  to  offer  the  investor  a  very  real 
service. 

Stockholders'  Rights 

Comparatively  few  investors  understand  how 
to  figure  the  value  of  stockholders'  rights  even 
when  they  do  get  them,  or  how  to  go  about  sell- 
ing them,  or  where,  or  to  whom.  If  they  pre- 
ferred to  exercise  them  and  buy  new  stock  of- 
fered by  the  bank  at  a  bargain,  they  might  find 
it  inconvenient  to  raise  the  money  at  the  time, 
especially  if  they  wanted  to  ^*  round  out  their 
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holdings''  by  buying  additional  rights,  each  of 
which  might  represent  the  right  to  buy  the 
fractional  part  of  one  share.  If  they  were  ill  or 
travelling  at  the  time,  or  busy  with  other  affairs, 
they  might  let  their  rights  expire,  suffering  a 
very  real  loss. 

Ordinarily  the  reason  a  bank  issues  stock- 
holders' rights  is  because  it  desires  a  simple 
and  easy  means  of  adding  to  its  working  capi- 
tal. It  does  so  because  there  is  more  business 
in  sight  than  it  can  handle  without  more  money 
of  its  own.  The  Federal  Eeserve  Act  limits 
the  amount  of  deposits  a  member  bank  may 
accept,  to  a  definite  number  of  times  the  bank's 
reserve.  In  accordance  with  general  practice, 
the  bank  has  probably  been  adding  to  its  sur- 
plus little  by  little  out  of  earnings,  but  an 
aggressive  business  policy,  the  growth  of  popu- 
lation and  the  increased  prosperity  of  its 
customers  indicates  to  the  bank  the  profit  pos- 
sibilities of  increasing  its  net  worth  more  rap- 
idly than  the  actual  earnings  permit.  When 
this  occurs  banks  usually  decide  to  increase 
their  capitalization.  Instead  of  selling  the  new 
stock  to  the  general  public,  however.  New  York 
banks  customarily  offer  it  to  their  stockholders, 
giving  them  frequent  opportunities  to  purchase 
additional  stock  at  prices  far  below  the  market 
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value.  Wlien  the  stockholder  obtains  these 
rights  he  has  the  option  of  either  exercising 
them,  thus  adding  to  his  investment  and  even- 
tually increasing  his  income,  or  of  selling  them 
on  the  open  market  and  counting  the  proceeds 
as  an  immediate  addition  to  his  income.  Rights 
have  been  issued  with  greater  and  greater  fre- 
quency during  the  past  twenty  years.  The 
statistics  herein  show  that  over  the  entire  pe- 
riod the  proceeds  of  their  sale,  if  all  had  been 
sold,  would  have  been  equal  to  about  one  quar- 
ter of  the  cash  dividends  declared  by  the  banks, 
i.  e.,  would  have  added  26.6%  to  the  average 
annual  income.  Selhng  these  rights  is  there- 
fore nothing  more  than  a  simple  method  by 
which  the  stockholder  takes  for  himself  a  com- 
paratively small  percentage  of  the  profits  which 
the  banks  have  been  continually  adding  to  their 
surplus.* 

The  theoretical  effect  of  the  sale  of  stock- 
holders' rights  is  to  reduce  the  capital  invest- 
ment of  the  stockholder.  Whenever  a  distribu- 
tion of  stockholders'  rights  is  anticipated  the 

*  Dewing  describes  a  surplus  in  banking  as  *  4n  a  strict 
sense,  a  balance  pure  and  simple,  belonging  to  the  stockholders 
of  the  bank  and  remaining  in  the  business  in  order  to  give  the 
depositors  a  further  assurance  of  the  stockholders'  confidence 
in  the  business.''  Dewing,  A.  S.,  ''Financial  Policy  of  Cor- 
porations," Ronald  Press,  1926,  p.  485. 
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stock  of  that  particular  bank  is  in  great  de- 
mand and  shows  a  tendency  to  rise  rapidly  in 
market  price.  A  day  is  set,  however,  when  the 
stock  is  quoted  ** ex-rights,'^  and  thereafter 
the  market  price  is  automatically  reduced  by 
the  value  of  the  rights.  Obviously,  the  owner 
of  stock  in  only  one  bank  is  bound  to  suffer  a 
reduction  of  his  capital  if  he  sells  his  rights. 
However,  based  on  the  statistics  incorporated 
herein,  the  experience  of  the  past  twenty  years 
indicates  clearly  that  there  is  no  apparent  re- 
lationship between  the  issuing  of  stockholders' 
rights  by  various  New  York  banks  and  fluc- 
tuations during  the  following  years  in  the  ag- 
gregate market  price  of  the  entire  group  of 
bank  stocks.  Such  dechnes  as  occur  are  more 
likely  to  synchronize  with  general  security 
price  fluctuations  than  with  the  issue  of  rights 
during  the  preceding  year. 

When  the  new  capital  has  been  provided  by 
issuing  and  selling  new  stock  the  earnings  of 
the  bank  per  dollar  of  invested  capital  ordinari- 
ly increase  even  more  rapidly  than  before,  so 
that  within  a  very  short  time  the  market  value 
of  each  share  is  greater  than  ever,  even  though 
more  shares  are  outstanding.  Table  3,  p.  212 
shows  the  almost  unbroken  record  of  annual 
increases  in  the  aggregate  market  price  of  the 
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list  of  New  York  bank  stocks,  and  tlie  aggregate 
annual  proceeds  of  the  sale  of  stockholders' 
rights.  It  is  evident  that  the  aggregate  market 
value  of  the  New  York  bank  stocks  was  ahnost 
always  greater  than  ever  during  the  year  fol- 
lowing an  unusually  heavy  distribution  of 
stockholders'  rights.  In  other  words,  though 
the  market  price  of  the  stock  of  a  single  bank 
may  decline  by  reason  of  the  distribution  of 
stockholders '  rights  by  that  bank  the  aggregate 
value  of  all  the  banks  usually  continues  to  in- 
crease that  same  year.  By  the  method  of  diver- 
sification an  investor  in  bank  stocks  is  clearly 
able  to  sell  all  the  stockholders'  rights,  aug- 
menting his  annual  income  with  the  proceeds, 
without  fear  that  his  so  doing  will  ordinarily 
result  in  a  depletion  of  the  total  market  value 
of  his  investment. 

It  is  only  once  in  several  years  that  any  bank 
will  issue  stockholders'  rights.  If  the  stock- 
holder of  that  bank  sells  all  his  rights  his  in- 
come will  fluctuate  from  a  few  dollars  in  one 
year  to  perhaps  as  much  as  several  hundred 
dollars  in  another,  while  the  market  value  of  his 
particular  stock  will  fluctuate  widely  before 
and  after  these  rights  expire.  If  he  is  more 
interested  in  appreciation  of  principal  than  in 
a  widely  fluctuating  income,  he  may,  of  course, 
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maintain  the  comparative  stability  of  his  capi- 
ital  investment  by  exercising  all  his  rights.  If, 
however,  he  lacks  money  to  exercise  them,  he 
has  no  recourse  except  to  sell  them.  It  follows 
that  for  the  ordinary  investor  stock  of  a  single 
bank  is  often  decidedly  inconvenient.  Further- 
more, he  must  keep  his  eyes  open  to  see  that 
he  does  not  let  his  rights  expire  without  either 
selling  or  exercising  them  and  thus  suffer  a 
definite  loss.  He  may  be  travelUng  abroad 
and  never  learn  that  any  rights  were  issued. 
The  rights  are  always  salable  for  immediate 
cash,  but  it  requires  at  least  a  small  amount  of 
time  and  trouble  to  liquidate  them. 

To  all  these  matters  the  proper  sort  of  in- 
vestment trust  attends.  If  for  any  reason,  in 
the  opinion  of  the  experts  and  specialists  in 
charge,  it  seems  advisable  to  exercise  the 
rights,  a  reserve  fund  is,  or  at  least  should  be, 
provided  for  that  purpose.  If  they  are  to  be 
sold  the  highest  price  available  wiU  be  obtained. 
The  individual  shareholder  will  be  wholly  re- 
lieved from  the  details,  and  wherever  on  the 
globe  he  may  be,  he  can  feel  assured  that  out 
of  the  proceeds  of  the  sale  of  every  stockhold- 
er's right  which  may  be  issued  in  his  favor,  he 
wiU  receive  in  due  course  every  penny  to  which 
he  is  entitled. 
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Profit  on  Turnover 

The  third  principal  source  of  income  to  a 
stockholder  of  a  diversified  list  of  New  York 
banks  is  the  profit  on  the  turnover  of  the 
securities  themselves.  From  time  to  time  the 
stock  of  one  particular  bank  or  group  of  banks 
fluctuates  widely  out  of  line  with  the  others.  The 
investor  who  is  thoroughly  familiar  with  bank 
stocks  and  with  their  respective  values,  who 
knows  the  caliber  of  the  management  of  each 
bank  in  New  York,  whether  he  owns  stock  in 
it  or  not,  and  who  is  in  a  position  to  devote  a 
considerable  portion  of  his  time  to  a  study  of 
the  merits  of  his  various  bank  stock  holdings 
as  compared  with  the  securities  of  banks  not 
yet  included  in  his  portfolio,  will  find  many 
opportunities  to  increase  his  income  by  selling 
a  particular  stock  which  is  temporarily  over- 
valued and  substituting  the  stock  of  some  other 
bank.  Unless,  however,  his  total  investment  in 
bank  stocks  is  sufficient  to  justify  the  amount  of 
time  and  attention  such  a  program  entails,  and 
unless  he  has  devoted  many  years  to  the  study 
of  New  York  banks,  their  policies  and  their 
managements,  it  will  be  impossible  for  him  to 
avoid  missing  many,  if  not  most,  of  these  op- 
portunities. 

Not  all  the  stocks  of  New  York  City  banks 

112 


THE  ^'SPEEAD'^ 


and  trust  companies  are  listed  on  the  New  York 
Stock  Exchange.  One  reason  for  this  is  that 
ordinarily  bank  directors  want  their  stocks  to 
be  considered  stable,  conservative  investments, 
rather  than  the  footballs  of  the  speculators  of 
Wall  Street.  They  seek  deposits  rather  than 
notoriety.  The  chief  market  for  New  York 
bank  stocks  is  found  among  a  group  of  twenty- 
five  or  fifty  New  York  firms  who  devote  them- 
selves almost  exclusively  to  dealing  in  bank 
stocks.  The  net  result  of  this  situation  is  that 
very  often  a  considerable  ^^ spread^'  or  differen- 
tial exists  between  the  **bid''  price  and  the 
** asked''  price  of  stocks  not  frequently  offered 
for  sale.  There  are  several  such  banks, — 
banks  which  have  been  organized  for  many 
years,  banks  whose  stock  is  more  or  less  close- 
ly held  by  a  few  individuals,  institutions,  and 
estates.  The  management  of  these  banks  is 
often  jealous  of  its  control  and  unwilling  to 
part  with  even  a  small  block  of  its  holdings.  If 
one  desires  to  buy  the  stock  of  such  a  bank  he 
may  be  compelled  to  pay  considerably  more 
than  it  is  worth;  while  on  the  other  hand,  if 
he  happens  to  own  such  stock  and  desires  to 
dispose  of  it,  he  may  find  difficulty  in  obtaining 
a  bid  at  a  figure  anywhere  near  the  asked 
price.     For  example,  recent  quotations  of  the 
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stock  of  the  United  States  Trust  Company  are 
$3400  bid,  $3700  asked;  of  the  Fifth  Avenue 
Bank,  $2275— $2400. 

This  very  scarcity  of  some  New  York  bank 
stocks  is  a  distinct  advantage  rather  than  a 
disadvantage  to  the  experienced  owner  of  bank 
stocks.  Experience  teaches  him  to  keep  in 
constant  touch  with  principal  dealers  and  buy- 
ers of  this  class  of  securities.  If  he  decides  to 
sell  out  his  holdings  of  a  particular  bank  stock 
he  will  list  it  for  sale  at  a  definite  price  with  one 
of  the  bank  stock  dealers  whom  he  has  learned 
to  trust  instead  of  following  the  usual  prac- 
tice of  the  novice  who  hastily  sells  at  the  mar- 
ket at  whatever  the  stock  will  bring.  An  invest- 
ment trust  composed  of  New  York  bank  stocks 
is  in  a  particularly  happy  situation  if  it  in- 
cludes among  its  advisers  or  managers  a  prom- 
inent bank  stock  specialist.  The  specialist 
keeps  in  touch  with  all  the  bank  stock  dealers 
and  with  the  principal  buyers  of  bank  stocks, 
and  furnishes  each  of  them  with  a  more  or  less 
complete  list  of  the  bank  stocks  composing  the 
trust.  The  specialist  informs  these  dealers  that 
he  is  always  in  the  market  for  bank  stocks  at 
bargain  prices  and  is  willing  to  make  a  shift  of 
the  holdings  in  the  trust  whenever  an  advan- 
tageous opportunity  presents  itself.    Whenever 
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a  buyer  comes  into  the  market  seeking  some 
bank  stock  which  because  of  its  scarcity  is  not 
readily  obtainable,  the  various  dealers  look  over 
their  lists.    Upon  finding  the  particular  stock 
on  the  lists  supplied  by  the  investment  trust 
specialist  the  dealers  will  frequently  bid  against 
one  another  for  its  purchase,  until  the  sale  is 
finally  consummated  at  a  figure  considerably 
above  the  quoted  prices.    Often  a  specialist  is 
able  to  learn  the  source  of  the  inquiry  for  the 
stock  and  to  judge  quite  accurately  whether  a 
'^move''  is  a  *^false''   one,   engineered  by  a 
group  of  speculators  seeking  simply  to  sell  out 
at  higher  levels,  or  a  *^reaP'  one,  due  to  a  pros- 
pective merger   or  expansion,   and  is   guided 
accordingly.      Ordinarily   his    files    contain    a 
complete  list  of  the  stockholders  of  every  bank 
in  New  York  and  he  is  personally  acquainted 
with  the  owners  of  the  largest  blocks  of  stock. 
Because  of  the  magnitude  of  its  holdings  an 
investment  trust  can  well  afford  to  employ  such 
a  specialist.    A  private  individual  would  rarely 
be  justified  in  doing  so.     Under  the  manage- 
ment of  specialists  of  this  type  certain  bank 
stock  trusts  in  America  have  gained  from  the 
** turnover"  or  profit  on  the  sale  of  securities 
as  much  income  as  from  all  other  sources  com- 
bined, including  the  sale  of  stockholders '  rights, 
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and  without  any  diminution  whatsoever  in  the 
regular  rate  of  appreciation  of  the  fund  itself. 
Furthermore,  a  speciahst  in  bank  stocks  is  bet- 
ter able  than  a  layman  to  judge  from  past  ex- 
perience when  a  particular  bank  stock  is  in 
danger  of  declining  in  market  price,  and  is  thus 
more  likely  to  prevent  possible  losses  by  acting 
in  time.  If  he  concludes  that  the  entire  port- 
folio is  over-valued,  he  recommends  that  it  be 
sold  to  best  advantage  and  the  proceeds  loaned 
on  call  until  occasion  arises  to  repurchase  at 
lower  levels. 

Earmarhs 

The  type  or  structure  of  an  investment  trust 
is  always  far  less  important  to  the  investor 
than  are  the  good  faith,  honesty  and  specialized 
ability  of  its  management,  and  their  compensa- 
tion in  cash,  stock  or  participation  in  the  prof- 
its exacted  for  their  services.  Certain  invest- 
ment trusts  composed  all  or  chiefly  of  New  York 
bank  stocks  are  already  in  existence.  They 
differ  widely  in  form  of  organization.  One  or 
two  of  the  best  would  prove  an  advantage  to 
the  investor  as  compared  with  an  attempt  on 
his  part  to  own  and  manage  a  fund  in  the  bank 
stocks  themselves.  A  few  earmarks,  however, 
may  be  helpful  in  determining  whether  a  par- 
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ticular  trust  in  New  York  bank  stocks  is  worthy 
of  confidence.    It  should  he: 

— not  an  Investment  Company 

1.  It  should  be  an  actual  trust  and  not  mere- 
ly an  investment  company  masquerading  un- 
der the  name  of  a  trust.  An  investment  com- 
pany is  one  so  constituted  that  title  to  the 
securities  and  cash  in  the  trust  fund  is  retained 
by  the  corporation.  The  fund  itself  is  in  the 
possession  of  the  management. 

— hut  an  Investment  Trust 

2.  If  title  to  all  the  securities  and  cash  in 
the  fund  has  been  transferred  to  a  national 
bank  or  trust  company  duly  chartered  by  the 
government  or  state  to  act  as  a  fiduciary  agent 
under  its  regular  supervision  and  examination, 
and  if  by  virtue  of  a  specific  indenture  of  trust 
executed  by  the  management  of  the  fund  or  the 
managing  corporation  the  bank  or  trust  com- 
pany has  agreed  to  hold  all  the  cash  and  securi- 
ties in  its  custody  and  possession  at  all  times, 
subject  to  substitution,  value  for  value,  by  the 
management,  then  an  investment  trust  has  been 
established  as  defined  in  this  book. 
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— with  a  New  York  Location, 

3.  The  management  of  the  trust  should 
have  its  headquarters  in  New  York  City,  so  as 
to  be  constantly  in  touch  with  the  great  ma- 
jority of  the  leading  bank  stock  dealers,  thus 
enabling  the  specialist  or  committee  in  charge 
to  buy  and  sell  New  York  bank  stocks  to  the 
best  advantage,  selling  at  the  highest  possible 
prices  and  buying  at  the  lowest.  Accessibility 
to  reliable  sources  of  information  is  equally 
essential  to  prompt  action. 

— a  Bank  Specialist, 

4.  The  management  and  its  staff  of  ad- 
visers, analysts  and  statisticians  should  by  all 
means  include  an  experienced  bank  stock  spe- 
cialist. 

— a  Stock  Exchange  Partner, 

5.  At  least  one  member  of  a  New  York  Stock 
Exchange  firm  should  be  included  among  the 
members  of  the  Board  of  Directors  so  as  to 
assure  the  investor  that  the  trust  will  always 
be  administered  honestly  and  in  the  interests 
of  the  shareholders.  The  specific  regulations 
of  the  New  York  Stock  Exchange  with  respect 
to  investment  trusts  are  so  severe  that  no 
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member  of  a  New  York  Stock  Exchange  firm 
would  dare  lend  his  name  to  any  investment  trust 
that  was  not  so  constituted  and  administered 
that  the  shareholder  could  at  all  times  count 
upon  the  full  protection  of  his  interests  by  that 
member  of  the  Board.*  Not  a  half  dozen  invest- 
ment trusts  in  the  United  States  meet  this  test. 

— a  Cash  Redemption  Privilege 

6.  The  small  stockholder  should  be  careful 
to  see  that  a  cash  redemption  privilege  has  been 
provided  under  the  terms  of  which  the  trust 
company,  acting  as  trustee,  obligates  itself  to 
pay  him  in  cash  the  pro-rata  value  of  his  cer- 
tificate as  determined  by  the  aggregate  market 
value  of  the  securities  in  the  trust  plus  any 
cash  fund  in  their  hands,  after  deducting  a  rea- 
sonable fee  for  their  services.  Otherwise,  if 
occasion  arises  compelling  the  stockholder  to 
sell  his  security  he  may  find  himself  at  the 
mercy  of  the  management,  or  may  be  obliged 

*  Resolution  of  the  Governing  Committee  of  the  Stock  Ex- 
change on  July  24,  1924,  **  Resolved  that  participation  by 
members  of  exchange  or  stock  exchange  firms  in  formation  or 
management  of  investment  trust  corporations  or  similar  or- 
ganizations which  in  the  opinion  of  the  Governing  Committee 
involve  features  which  do  not  properly  protect  the  interests 
of  investors  therein  may  be  held  to  be  an  act  detrimental  to 
the  interests  of  the  Exchange.'*  Also  see  Grayson,  T.  J., 
"Investment  Trust/'  John  Wiley  &  Sons,  1928,  p.  142,  for 
full  discussion. 
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to  accept  an  offer  from  some  dealer  for  an 
amount  far  less  than  Ms  holdings  are  worth. 

— and  a  Reserve  Fund; 

1,  A  Reserve  Fund  should  be  established 
for  the  stabilization  of  dividends  in  lean  years, 
because  of  the  unavoidably  wide  fluctuations 
in  the  income  on  New  York  bank  stocks  if  stock- 
holders'  rights  are  to  be  included  as  income,  as 
is  perfectly  proper.  During  periods  of  great 
banking  activity  stockholder^'  rights  are  so 
frequently  issued  that  the  proceeds  of  their 
sale  bring  the  income  for  that  particular  year 
to  an  abnormally  high  amount  and  this  extra 
income  should  be  spread  over  several  years.*  If 
preferred,  the  reserve  fund  may  instead  be 
established  from  a  part  of  the  profits  on  the 
turnover  of  securities  if  these  profits  prove 
sufficient.  A  brilliant  managerial  group  should 
be  able  to  create  a  considerable  reserve  fund 
and  still  pay  a  high  minimum  rate  of  dividends. 

— hut  no  Prior  Securities 

8.  The  investor  who  prefers  to  own  securi- 
ties   outright,    and   who    objects    to    marginal 


See  Chart  11,  p.  106. 
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speculation,  should  see  that  ahead  of  his  in- 
terests there  are  no  bonds  or  preferred  stock 
acting  as  a  prior  claim  to  the  assets  and  income 
of  the  trust.  If  there  are,  the  equity  value  of 
the  underlying  securities  in  the  trust,  after  de- 
ducting the  amount  of  the  outstanding  bonds 
and  preferred  stock,  wiU,  of  course,  increase 
rapidly  during  a  bull  market,  and  the  market 
value  of  his  common  stock  wiU  increase  with 
corresponding  rapidity,  just  as  a  marginal 
speculation  at  a  brokerage  office  would  increase 
rapidly  under  similar  circumstances.  So  far 
so  good;  but  it  will  decrease  with  equal  or 
greater  rapidity  during  a  market  decline.  If 
the  management  of  the  fund  is  over-zealous  or 
over-enthusiastic  it  may  *^ pyramid''  the  issue 
of  quantities  of  bonds  and  preferred  stock  dur- 
ing an  advancing  market. 

— and  no  free  Promotion  Stock; 

9.  If  one  does  desire  to  speculate  in  New 
York  bank  stocks  through  the  medium  of  an 
investment  trust,  and  hence  does  not  object  to 
the  existence  of  bonds  and  preferred  stocks 
ahead  of  his  equity,  he  should  insist  upon  know- 
ing at  least  what  proportion  of  the  common 
stock  sharing  in  the  equity  has  been  retained 
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by  the  organizers  and  promoters  and  exactly 
what  they  paid  for  it,  if  anything.*  Also  he 
should  ascertain  whether  there  are  any  secret 
contracts  by  virtue  of  which  at  any  time  in  the 
future  the  management  or  any  others  may  ob- 
tain at  a  low  price  any  common  stock  or  any 
other  security  having  a  claim  against  the  in- 
vestment fund  through  long  time  options  or 
warrants.  Such  devices  are  usually  intended 
to  conceal  a  purpose  on  the  part  of  the  or- 
ganizers to  share  in  the  profits  and  apprecia- 
tion of  the  fund  without  themselves  making  a 
fair  investment.  Obviously,  no  manager  can 
afford  to  devote  his  services  to  the  supervision 
of  the  fund  without  compensation  of  some  sort. 
If  he  claims  to  work  without  compensation  that 
very  fact  is  suspicious  in  itself.  If  the  amount 
is  kept  hidden  it  is  probably  unfairly  large.  The 
compensation  should  be  reasonable  and  it 
should  be  fully  disclosed  to  the  investor  at  the 
time  of  his  investment.  The  management 
should  have  no  power  to  increase  it  thereafter 
without  the  investor's  permission.  The  vital 
importance  of  a  thorough  investigation  of  any 
so-called  investment  trust  before  and  not  after 

* ' '  In  a  brief  period  one  British  trust  paid  the  founders 
£160,000  on  an  original  investment  of  £300."  Speaker, 
Lawrence  'M.,  ''The  Investment  Trust,"  p.  16. 
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making  an  investment  cannot  be  too  strongly 
emphasized. 

— above  all,  Full  Publicity, 
10.  Semi-annual  reports  containing  balance 
sheets  and  income  statements  completely  item- 
ized, including  a  list  at  cost  of  all  the  securi- 
ties in  the  fund,  should  be  forwarded  to  all 
shareholders.  Few  investment  trusts  show  a 
willingness  to  comply  with  this  most  essential 
requirement. 

When  all  these  earmarks  are  found,  one  can 
better  afford  to  place  the  major  portion  of  his 
investment  fund,  large  or  small,  into  an  invest- 
ment trust  based  exclusively  on  New  York  bank 
stocks  than  into  anything  else.  If  he  does,  he 
can  feel  assured  that  thereby  he  wiU  gain  in 
the  long  run  greater  appreciation  and  income 
yield  than  in  any  other  kind  of  diversified  in- 
vestment; that  in  so  doing  he  is  not  only  pro- 
tecting his  principal  to  the  maximum  degree  of 
safety  but  is  insuring  himself  as  to  the  future 
against  a  rising  cost  of  living  and  a  decreasing 
purchasing  power  of  the  dollar. 

This  volume  has  stressed  the  benefits  afford- 
ed by  a  properly  constituted  investment  trust  to 
one  desiring  to  make  a  small  or  moderate  in- 
vestment in  New  York  bank  stocks.     Such  a 
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trust  renders  equally  valuable  services  to  the 
man  or  woman  of  considerable  means.  Free- 
dom from  care  and  responsibility  is  just  as 
important  to  the  large  investor  as  to  the  small. 
Only  the  exceptionally  large  investor  can  afford 
the  luxury  of  a  statistical  department  of  his 
own  and  no  man  should  rely  wholly  upon  the 
advice  of  a  bank  stock  specialist  not  regularly 
in  his  own  employ,  or  not  connected  with  his 
own  organization. 

To  the  large  investor  an  investment  trust  in 
New  York  bank  stocks  affords  a  special  oppor- 
tunity in  the  establishment  of  life  insurance 
trusts.  By  purchasing  a  large  amount  of  cheap 
one  year  term  renewable  and  convertible  life 
insurance,  one  can  create  a  large  estate  imme- 
diately. If  at  the  same  time  he  buys  a  relative- 
ly small  amount  of  New  York  bank  stock  invest- 
ment trust  securities  and  places  them  in  trust 
with  instructions  to  the  trustee  to  use  the  div- 
idends to  pay  the  premiums  on  the  insurance, 
he  can  feel  sure  that  the  dividends  will  always 
be  sufficient  to  do  so.  The  cost  of  the  insurance 
is  $8.30  per  $1000  at  age  30.  To  buy  $100,000 
worth  of  life  insurance  would  cost  $830  the 
first  year.  This  premium  would  gradually  in- 
crease to  $21.22  at  age  55.  If  one  bought 
$20,000  worth  of  sound  New  York  bank  stock 
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investment  trust  securities  the  income  would 
be  sufficient  to  pay  the  premiums  on  the  $100,- 
000  of  life  insurance  right  along,  assuming 
that  past  experience  may  be  relied  upon.  As 
the  premiums  increase,  so  does  the  income  on 
the  investment  trust  in  bank  stocks.  During 
years  of  extra  large  dividend  disbursements 
occasioned  by  the  issuance  of  stockholders* 
rights  and  by  heavy  profits  on  the  turnover  of 
securities  in  the  trust,  portions  of  this  convert- 
ible insurance  may  be  paid  up,  until  at  the  ex- 
piration of  twenty-five  years,  all  the  insurance 
has  been  fuUy  paid  for  and  the  fund  itself  has 
doubled  or  perhaps  trebled  in  amount.  Any 
life  insurance  will  protect  one's  family  against 
the  death  of  the  insured,  but  no  insurance  will 
protect  either  the  family  or  the  man  himself 
against  inability  to  pay  premiums.  The  pop- 
ularity of  this  method  of  providing  for  both  the 
future  and  the  present  at  the  same  time  is  in- 
creasing daily  among  large  investors.  A  few 
principal  New  York  and  Boston  trust  com- 
panies have  become  trustees  for  several  hun- 
dred million  dollars  worth  of  these  living  life 
insurance  trusts  during  the  past  few  years. 

Boston  has  always  been  one  of  the  best  bond 
markets  in  America.  Boasting  as  she  does 
some  of  the  most  noted  universities  of  finance 
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and  many  of  the  leading  authorities  on  eco- 
nomic subjects,  it  is  indeed  a  mystery  why  so 
many  of  her  best  educated  and  most  thoughtful 
citizens  continue  to  hold  bonds  and  even  to  buy 
enough  more  of  them  to  support  several  of  the 
largest  bond  houses  in  the  country.  The  adapt- 
ability and  resourcefulness  of  the  people  of  Bos- 
ton and  of  all  New  England  has  been  clearly 
demonstrated  in  the  field  of  manufacturing.  As 
soon  as  competition  from  some  other  section  of 
the  country,  where  the  raw  materials  of  an  in- 
dustry are  more  accessible,  becomes  too  keen, 
the  people  of  New  England,  with  Yankee  in- 
genuity, find  something  new  to  do/  Yet  when  it 
comes  to  investing  their  earnings,  the  tenacity 
with  which  these  same  people  cling  to  exploded 
financial  theories  and  outworn  investment  prin- 
ciples is  astonishing.  Some  of  them  rely  en- 
tirely upon  the  advice  of  bond  salesmen  or,  as 
they  put  it,  **the  house  with  which  we  have 
always  done  business."  Strange  words  from 
the  descendants  of  those  who  came  to  these 
shores  to  blaze  new  trails,  to  think,  believe  and 
speak  as  they  chose,  and  to  found  a  nation 
based  upon  a  new  political,  sociological  and 
economic  plan! 

They  seem  to  feel  a  certain  pride  in  an  imag- 


See  page  38. 
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inaiy  ultra-conservatism  in  refusing  to  leave 
a  burning  building  because  they  have  lived  there 
all  their  lives.  *^Good  bonds  are  safe:  stocks 
are  speculative.''  To  be  told  that  the  bond 
buyers  and  the  holders  of  preferred  stocks  are 
the  speculators  and  the  gamblers,  and  are  al- 
most certain  to  lose^  seems  like  being  told  that 
the  sun  rises  in  the  west  and  sets  in  the  east. 
To  be  told  that  one  can  better  afford  to  buy  well 
diversified  common  stocks  and  New  York  bank 
stocks  even  though  the  apparent  yield  in  the  be- 
ginning is  less  than  that  of  high  grade  bonds 
seems  like  being  told  that  Bunker  Hill  mon- 
ument is  on  Boston  Common.  Yet  little  by  lit- 
tle the  truths  are  percolating  that  a  dollar  is 
worth  only  what  it  will  buy  and  that  decade  by 
decade  it  buys  less  than  before ;  that  high  grade 
common  stocks,  especially  of  New  York  banks, 
protect  one  against  the  rise  in  the  so-called 
**cost  of  living",  while  bonds  and  preferred 
stocks  do  not;  that  real  income  is  not  cash  in- 
come but  cash  income  plus  appreciation,  and 
the  whole  reduced  to  the  terms  of  purchasing 
power ;  and  finally  that  the  small  premium  paid 
for  participating  in  a  sound  investment  trust 
composed  of  common  stocks  and  especially  of 


2  See  Chart  No.  7,  page  65. 
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New  York  bank  stocks,  is  the  cheapest  sort  of 
financial  insurance. 

Under  the  proper  management,  a  well  or- 
ganized investment  trust  in  New  York  bank 
stocks  renders  the  following  services  to  an  in- 
vestor : 

1.  It  provides  diversification  to  the  mod- 
erate investor  who  would  not  otherwise  be  jus- 
tified in  putting  a  limited  sum  into  these  high- 
priced  securities. 

2.  It  relieves  the  investor  from  the  annoy- 
ance of  receiving  small  dividends  at  intermit- 
tent periods  from  a  large  number  of  different 
banks  and  pays  him  the  income  in  one  check 
with  interest  semi-annually. 

3.  It  attends  to  all  the  details  of  selling  or 
exercising  stockholders'  rights  and  removes 
the  possibility  that  any  of  them  might  be  lost 
or  overlooked. 

4.  It  relieves  him  from  the  possibility  of 
double  liability  to  which  as  an  owner  of  nation- 
al bank  stocks  he  would  be  legally  subject. 

5.  It  enables  the  fund  to  be  managed  by  ex- 
perts and  specialists  in  bank  stocks,  whose 
services  would  be  inaccessible  to  the  usual  in- 
vestor or  far  too  expensive  for  him. 

6.  It  consequently  enhances  the  total  income 
of  the  fund  and  minimizes  the  possibility  of 
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CONCLUSION 


loss  through  the  decline  in  value  of  particular 
stocks  in  the  trust. 

In  conclusion,  it  is  recommended  that  in  spite 
of  the  profit  possibilities  of  New  York  bank 
stocks  a  moderate  investor  should  avoid  pur- 
chasing them  except  in  the  form  of  certificates 
of  stock  in  an  investment  trust.  Before  follow- 
ing the  latter  course  he  should  confer  with  an 
investment  trust  consultant,  or  fully  investigate 
to  ascertain  whether  the  management  of  the 
trust  is  not  only  honest  but  able,  and  includes 
experts  and  trained  bank  stock  specialists 
among  its  advisors.  He  should  be  sure  the  in- 
denture provides  that  the  securities  and  cash 
in  the  fund  shall  always  be  in  the  custody  of  a 
trust  company  or  the  trust  department  of  a 
national  bank,  and  never  in  the  physical  posses- 
sion of  the  management  however  responsible  it 
may  seem  to  be. 
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APPENDIX  A 

Investment  Trust  Securities 

Definitions  and  Classifications 

The  investment  trust  device  was  practically 
unknown  in  America  so  late  as  1921,  and  until 
the  past  three  or  four  years  had  gained  but 
little  headway.^  Eecently  a  few  excellent  books^ 
and  many  magazine  articles^  have  been  pub- 
lished, but  clear  thinking  is  still  hampered  by 
a  lack  of  proper  definitions  and  classifications. 
Some  of  the  terms  adopted  by  financial  writers 
are  either  unfamiliar  to  the  American  investor 
or  are  used  in  a  sense  to  which  he  is  unaccus- 
tomed. Therefore  in  an  effort  to  avoid  a  mis- 
interpretation of  those  used  in  this  volume  the 
author  feels  obliged  to  define  them  in  exact  ac- 
cord with  his  own  meaning,  but  without  any 

1  The  total  capital  employed  in  American  investment  trusts, 
so  called,  in  1924  was  less  than  $5,000,000.  By  1928  it  exceed- 
ed $800,000,000. 

2  Speaker,  Lawrence  M.,  A.  W.  Shaw  Co.,  1924. 
Eobinson,  L.  E.     *'The  Investment  Trust,"  Eonald  Press, 

1926. 

Grayson,  T.  J.    *' Investment  Trusts,  *'  John  Wiley  &  Sons, 
1928. 

3  See  Industrial  Arts  Index,  quarterly  issues,  for  articles  ap- 
pearing in  leading  periodicals. 

132 


NEED  FOR  CLARITY 


implication  of  autocratic  finality.  So  far  as 
possible  he  has  tried  to  conform  to  what  he  be- 
lieves to  be  the  most  widely  accepted  use  of 
these  terms  by  the  best  authorities,  meaning  the 
most  noted  writers  on  financial  and  economic 
subjects  and  the  principal  investment  bank- 
ers. Where  authorities  differ  he  has  attempted 
to  select  the  sense  which  seemed  likely  to  prove 
the  clearest  to  the  majority  of  American  in- 
vestors, as  it  is  to  the  layman  rather  than  to 
the  economist  that  this  volume  is  addressed. 

This  book  is  by  no  means  a  treatise  on  the 
investment  trust,  as  was  made  very  plain  in 
the  introduction.  It  is  a  comparison  of  various 
investment  mediums  in  an  effort  to  decide  from 
past  records  and  prevalent  economic  tendencies 
which  of  them  is  likely  to  prove  the  safest  and 
most  profitable  in  the  future.  Having  reached 
this  decision  it  seeks  to  ehminate  whatever  dis- 
advantages are  peculiar  to  that  medium  and 
finds  that  a  certain  device  called  by  some  an 
investment  trust  is  an  instrument  readily 
adapted  to  that  purpose.  The  designation  ^in- 
vestment trust '^  has  been  used  for  a  multitude 
of  widely  differing  financial  plans,  and  most  of 
these  plans  fail  to  assure  a  sufficient  measure  of 
protection.  Some  are  not  trusts  at  all,  in  the 
sense  of  the  word  uppermost  in  the  minds  of 
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American  investors,*  bankers  and  business 
men,  regardless  of  what  the  writer  well  knows 
to  be  the  legal  and  even  the  historical  use  of 
that  word  in  Great  Britain.  Speaker,^  one  of 
the  earliest  American  writers  on  the  subject, 
called  attention  to  this  erroneous  use  of  terms. 
The  convention  of  the  National  Association  of 
Supervisors  of  State  Banks  recently  passed  a 
resolution  favoring  legislation  prohibiting  in- 
vestment companies  which  are  not  trusts  from 
using  the  word  trust  in  their  name  and  adver- 
tising matter.®  A  noted  financial  writer  in  one 
of  the  most  popular  periodicals  called  attention 
to  this  difficulty  in  terminology  in  a  diatribe 
which  was  almost  amusing  in  the  violence  of  its 
denunciation  of  some  forms  of  unregulated 
investment  enterprises.  He  did  not  stop  there, 
however,  but  went  on  to  say,  *^  Yet  beyond  doubt 
a  number  of  the  newer  vehicles  will  eventually 
prove  of  great  service  to  the  investor.    There 

4  *  *  The  committee  are  of  the  opinion  that  there  has  been 
a  good  deal  of  general  misunderstanding  which  is  no  doubt 
due  to  a  large  extent  to  the  title  ** Investment  Trust,"  really 
a  misnomer.  These  companies  are  not  trusts  in  any  sense 
of  the  word  as  commonly  used  but  are  actually  investment 
companies  .  .  .  . "  Eeport  of  the  Investment  Trust  Com- 
mittee of  the  Investment  Bankers  Association,  Charles  D. 
Dickey,  Brown  Brothers  &  Co.,  Philadelphia,  Chairman,  May 
14,  1928. 

5  Speaker,  Lawrence  M.,  A.  W.  Shaw  Co.,  1924,  page  12. 

6  American  Banker,  July  20,  1928,  page  12,  column  2. 
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are  those  which  are  sure  to  win  a  standing  and 
reputation  for  themselves.  Unfortunately 
there  is  no  ready  answer  to  the  questions  tvhich 
come  to  mind,  no  simple  guide/'''  (The  italics 
are  ours.)  A  challenge  such  as  this  could  hard- 
ly be  ignored  by  one  who  firmly  believes  that  a 
properly  constituted  investment  trust,  under 
skillful  management,  performs  a  highly  val- 
uable service  and  fills  an  economic  need,  and 
that  it  is  not  very  difficult  for  one  familiar  with 
the  subject  to  separate  the  wheat  from  the 
chaff.  Clear  thinking  may  be  promoted  by  the 
following  definitions  and  classifications. 

Teust 

The  word  trust  is  herein  used  only  in  the 
technical  sense  applicable  to  this  study.  In 
that  sense  it  means  a  device  whereby  one  per- 
son, association  or  corporation  agrees  in  writ- 
ing to  deliver  property  to  a  TRUST  COM- 
PANY to  hold  (and  sometimes  perform  other 
functions)  for  the  benefit  of  third  persons 
named  or  thereafter  to  be  named;  providing, 
however,  that  by  this  act  the  legal  title  to  the 
property  is  actually  separated  from  the  equi- 
table title,  the  former  becoming  vested  in  the 

7Atwood,  Albert  W.  *'The  Investment  Trust,"  Saturday 
Evening  Post,  April  28,  1928. 
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trust  company  as  TRUSTEE,  and  the  latter 
becoming  vested  in  the  third  persons;  and  fur- 
ther  provided  that  the  responsibility  for  main- 
taining possession  of  the  property,  or  its  sub- 
stituted value  as  agreed,  for  the  duration  of  the 
period  of  the  trust,  is  assumed  by  the  trusi 
company.  The  agreement  is  called  a  trust  in- 
denture, the  originating  party  is  called  the 
creator  or  settlor,  and  the  third  parties  are 
called  the  beneficiaries  or  cestuis  que  trustent. 

Company 

Herein  for  brevity  the  word  company  is  used 
as  meaning  any  corporation  or  unincorpo- 
rated association  (including  ^^Massachusetts 
Trusts'^)  organized  by  a  group  of  individuals 
for  the  purpose  of  gain. 

Tkust  Company 

A  corporation  empowered  by  its  charter  to 
act  as  a  fiduciary  agent  and  trustee  and  under 
the  periodic  supervision  or  examination  of  the 
state  or  federal  government  is  a  trust  company. 

Depository 

A  depository  is  a  bank  or  trust  company 
which  has  agreed  to  hold  funds  of  cash,  securi- 
ties or  both  as  temporary  custodian  for  the  ben- 
efit of  the  depositor  without  assuming  legal  title 
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thereto  or  any  responsibility  except  for  ordi- 
nary diligence  in  safe  custody  and  redelivery 
to  the  depositor  upon  demand, 

LegaIj  Title 

Ownership  of  record  in  the  public  archives  or 
on  the  transfer  books  of  a  corporation.  Dur- 
ing tlie  life  of  a  trust  it  usually  involves  the 
duty  of  custody  as  against  both  the  creator  of 
the  trust  and  the  beneficiary. 

Equitable  Title 

Ownership  in  fact  without  right  of  posses- 
sion. If  in  exceptional  cases  a  right  to  obtain 
possession  is  added,  the  exercising  of  that  right 
terminates  the  trust. 

Investment  Teust 

The  difficulty  of  defining  an  investment  trust 
is  that  properly  it  is  a  device  and  not  a  person, 
association  or  corporation.  Herein  lies  the 
cause  of  much  of  the  mental  confusion,  for 
many  corporations  and  associations  call  them- 
selves ** investment  trusts''  for  advertising 
purposes.  Some  investment  enterprises  call- 
ing themselves  trusts  issue  true  investment 
trust  securities  and  some  do  not.  Some  issue 
more  than  one  class  of  security  against  the 
same  portfolio,  one  protected  by  a  valid  trust 
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indenture  and  the  remainder  not  thus  protected. 
It  is  therefore  hopelessly  confusing  to  attempt 
to  define  or  classify  investment  trusts  by  com- 
panies. The  only  way  to  promote  clear  think- 
ing is  to  classify  by  securities.  The  definition 
of  an  investment  trust,  then,  will  be  in  the 
form  of  a  definition  of  an  investment  trust 
security  and  will  await  its  proper  order  in  the 
classification  of  securities. 


Secukities  Classified 

A  classification  of  various  hinds  of  securities 
defining  them  for  the  purpose  of  this  volume 
and  differentiating  between  an  Investment 
Trust  and  an  Investment  Company. 

I.     Single  Unit  Securities 
II.    Diversified  Securities 

A.  Holding  Company  Securities 

B.  Financing  Company  Securities 

C.  Investment  Enterprise  Securities 

1.  Investment  Company  Securities 

2.  Investment  Trust  Securities 

a.  ^* Fixed/'  Non-management  Type 

b.  Flexible,  Management  Type 
(1.)     Discretionary  Type 

(2.)     Specialized  Management  Type 
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Secueity 

Any  bond,  note,  stock  certificate  or  trust  re- 
ceipt legally  entitling  the  owner  to  receive  in- 
terest from  a  government,  or  to  receive  inter- 
est or  dividends,  payable  out  of  the  assets  or 
earnings  (or  both)  of  one  or  more  companies. 
There  are  two  classes  of  Securities, — Single 
Unit  and  Diversified. 

I.  Single  Unit  Secueity 

A  security  whose  owner  receives  interest 
from  a  government  or  interest  or  dividends 
from  a  company  directly  engaged  in  the  pro- 
duction or  distribution  of  goods  or  services, 
e.  g.  Factory,  railroad,  public  service  company, 
bank,  etc. 

II.  DivEKSiFiED  Security 

One  whose  owner  is  entitled  to  receive  inter- 
est or  dividends  from  a  company  whose  prin- 
cipal business  is  that  of  owning  stock  in  other 
companies,  whether  or  not  it  seeks  to  control 
them.  There  are  three  classes  of  diversified  se- 
curities: Holding  Company  Securities,  Financ- 
ing Company  Securities  and  Investment  Enter- 
prise Securities. 

139 


CLASSES  OF  SECURITIES 

A.  Holding  Company  Secukity 

An^  security  issued  hy  a  company  which  con- 
trols the  management  of  more  than  one  other 
company  through  the  ownership  of  more  than 
a  majority  of  the  voting  securities  of  each. 
Holding  companies  ordinarily  operate  in  a  sin- 
gle industry,  and  the  diversification  they  pro- 
vide is  seldom  more  than  geographical,  e.  g. 
electric  light  and  power  companies  over  a 
large  territory. 

B.  Financing  Company  Secueity 

Any  security  issued  hy  a  company  organized 
to  use  its  own  capital  primarily  in  organizing, 
promoting  and  financing  companies  in  various 
lines  of  activity  without  intent  to  retain  per- 
manent control  of  their  management. 

C.  Investment  Enterprise  Security 

Any  security  issued  hy  a  company  organised 
for  the  primary  and  usually  specific  purpose  of 
investing  in  securities  of  companies  already  in 
existence  and  holding  them  more  or  less  per- 
manently, while  avoiding  the  purchase  of  a  con- 
trolling interest  in  any  of  them.  These  securi- 
ties are  called  its  portfoho.  There  are  two 
classes  of  Investment  Enterprise  Securities: 
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1.  Investment  COMPANY  Securities 

A  diversified  security  issued  by  an  invest- 
ment enterprise  so  organized  and  operated  that 
the  enterprise  itself  retains  the  legal  title  to  the 
portfolio.  Hence  the  management  of  the  enter- 
prise retains  the  physical  control  and  potential 
possession  of  the  portfolio,  and  the  power,  if 
not  the  right,  to  sell  it  or  to  borrow  money 
against  it,  accounting  to  no  trustee,  and  only 
periodically,  if  at  aU,  to  the  investor.  Invest- 
ment companies,  like  all  companies,  differ  from 
one  another  in  form  of  organization.  They 
may  be  either  corporations  or  unincorporat- 
ed associations  (including  '*  Massachusetts 
Trusts '').  The  form  is  more  or  less  immaterial 
to  the  investor,  though  the  most  dangerous  of 
all  is  the  **  Massachusetts  Trusf ,  as  the  in- 
vestors under  that  form  of  organization  can 
have  no  power  to  elect  or  remove  trustees, 
(i.e.  officers  corresponding  to  directors  of  a  cor- 
poration). The  degree  of  diversification  afford- 
ed by  the  constitution  and  by-laws  is  practically 
unlimited,  and  within  the  broad  limits  set  forth 
therein,  the  management  almost  invariably  has 
full  discretion  with  respect  to  substitutions  in 
the  portfolio.  Complete  balance  sheets  are  sel- 
dom if  ever  issued.  None  of  these  organiza- 
tions are  under  state  or  federal  supervision  as 
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is  the  case  with  all  banks  and  trust  companies, 
and  ordinarily  no  stockholder  has  power  to 
compel  an  audit  of  the  accounts  and  of  the 
portfolio.  These  organizations  are  not  true 
investments  trusts,  as  defined  below,  but  usual- 
ly appropriate  the  designation  for  its  adver- 
tising value  among  the  uninformed.  Providing 
the  management  is  sufficiently  experienced  and 
throughly  honest,  however,  the  stock  of  an  in- 
vestment company  may  nevertheless  prove  as 
good  an  investment  as  any  investment  trust. 
Be  that  as  it  may,  the  chief  bulwark  of  pro- 
tection to  the  investor  is  trusteeship.  This  es- 
sential element  is  invariably  absent  from  the 
investment  company  form  of  organization. 

2.  Investment  TEUST  Secukity 

A  diversified  security  (whether  bond,  note, 
stock  or  trust  certificate)  issued  hy  an  invest- 
ment enterprise,  hearing  the  signature  of  the 
proper  officer  of  a  trust  company  or  hank  as 
trustee  verifying  the  validity  of  the  security 
and  expressly  assuring  the  holder  that  the  legal 
title  to  a  certain  portfolio  of  cash  and  other 
securities  is  vested  in  the  signatory  hank  or 
trust  company.  The  lien  of  any  investment 
trust  security  over  the  portfolio  may  be  either 
sole,  in  which  case  it  is  usually  called  a  **collat- 
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eral  trust  certificate",  senior,  when  it  is  usu- 
ally a  bond,  or  a  preferred  stock  if  there  are  no 
bonds,  or  junior,  being  either  of  two  or  more 
classes  of  stock  if  there  are  bonds,  or  a  common 
stock  if  there  is  a  preferred.  The  sine  qua  non 
of  an  investment  trust  security  is  that  it  bear 
the  certification  of  a  bank  or  trust  company. 
By  this  certification  the  existence  of  the  fund 
and  its  proper  accounting  automatically  become 
subject  to  state  and  federal  supervision  through 
periodic  inspection  by  duly  appointed  bank  ex- 
aminers. An  Investment  Trust  then,  properly 
so  called,  is  a  business  device  through  which  an 
investment  trust  security  is  issued.  The  port- 
folio and  cash  subject  to  the  indenture  of  trust 
constitutes  the  corpus  or  fund  of  an  investment 
trust.  The  same  investment  enterprise  which 
established  the  trust  may,  however,  issue  in 
addition  securities  which  do  not  bear  the  certifi- 
cation of  the  trustee  bank.  Those  issued  with 
the  certification  of  the  trustee  bank  are  true  in- 
vestment trust  securities.  The  others  are  not, 
even  though  they  may  have  a  claim  on  the  port- 
folio subject  to  such  investment  trust  securities 
as  may  have  been  issued.  If  they  have  such  a 
claim  they  are  investment  company  securities 
as  defined  above.  If  they  have  no  claim  what- 
ever on  the  portfolio,  but  seek  only  the  profits 
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incident  to  its  management  or  to  the  sale  of 
the  investment  trust  securities  they  are  not 
even  a  diversified  security.  They  are,  instead, 
single  unit  securities  of  business  enterprises 
engaged  in  selling  or  managing  investment 
trust  securities. 

Investment  trust  securities  may  be  either  in- 
terest bearing  collateral  trust  bonds,  short  time 
collateral  trust  notes,  preferred  stock,  common 
stock  of  one  or  more  classes  or  collateral  trus- 
tee receipts.  At  present  very  few  investment 
trusts  in  America  issue  more  than  one  class  of 
security  against  the  portfolio,  and  the  form  of 
that  security  is  usually  either  a  bond  or  a  col- 
lateral trustee  receipt  or  certificate.  The  rea- 
son for  this  is  that  as  a  rule  the  trustee  bank  is 
loth  to  undertake  the  responsibility  incident  to 
trusteeship  under  a  complicated  indenture  of 
trust,  and  its  attorney  insists  upon  simplifica- 
tion, under  threat  of  rejection  or  of  increased 
charges  and  fees.  Where  only  one  class  of 
security  is  issued,  the  shareholder  has  an  equal 
right  with  all  other  shareholders,  share  for 
share,  to  the  earnings  and  assets  of  the  port- 
folio, equivalent  in  all  respects  except  actual 
possession  to  an  outright  ownership  of  a 
proportionate  interest  of  each  security  in  the 
entire  portfolio.     Desirable  as  this  outright 
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ownership  may  be  for  a  great  many  investors, 
there  exists  a  demand  for  several  kinds  of  true 
investment  trust  securities,  with  varying  priori- 
ties of  right  over  the  trusteed  portfolio  and 
hence  affording  a  choice  between  greater  se- 
curity and  greater  profit  possibilities.  This 
demand  cannot  be  resisted  indefinitely  by  com- 
peting trust  companies  reaching  out  for  this 
very  desirable  class  of  business. 

At  present  the  most  important  basis  of  dif- 
ferentiation among  investment  trust  securities 
is  with  respect  to  the  degree  of  control  retained 
by  the  management.  There  are  two  sharply 
divided  classes,  the  fixed,  rigid  or  non-manage- 
ment type  and  the  flexible  or  management  type. 
Different  trusts  falling  within  each  of  these 
groups  may  afford  varying  degrees  of  diversi- 
fication. 

A.  *^ Fixed'',  ^^Eigid'',  Non-Management  Type 

An  investment  trust  security  entitled  to  an 
interest  in  a  portfolio^  no  part  of  which  ynay 
ever  he  sold  or  altered  without  the  permanent 
liquidation  of  the  trust.  The  advantage  is  that 
risks  of  bad  management  are  avoided.  The 
obvious  disadvantage  is  the  difficulty  of  select- 
ing a  group  of  securities  each  of  which  will  for- 
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ever  after  prove  worthy  of  retention.  The  rec- 
ord of  high  mortality,  especially  among  the 
stocks  of  railroads  and  industrials,  suggests 
that  the  key  to  the  vault  be  kept  within  reach. 

B.  Flexible,  Non-Rigid,  or  Management  Types 

Investment  trust  securities  carrying  an  in- 
terest in  a  portfolio  which  may  he  sold  or  al- 
tered to  the  extent  permitted  by  the  indenture. 
These  are  of  two  types :  the  Discretionary  Type 
and  the  Specialized  Management  Type* 

1.  Discretionary  Type 

An  investment  trust  security  having  an  in- 
terest in  a  portfolio  which  is  not  restricted  to 
any  particular  industry,  country  or  exchange. 
As  a  rule  the  management  may  exercise  almost 
complete  discretion  with  respect  to  substitu- 
tions of  other  securities  or  cash,  value  for  value, 
in  the  portfolio.  The  limitations  or  ^^  restric- 
tions'^ upon  this  discretionary  power  are  ordi- 
narily to  the  effect  that  only  a  comparatively 
small  part  of  the  fund  may  be  invested  in  any 
one  security.  The  class  or  rating  of  eligible 
securities  is  often  pre-determined  and  more  or 
less  rigid;  and  other  restrictions  as  to  the 
amount  to  be  invested  in  any  one  industry  or 
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country  are  frequent.  The  advantage  of  this 
type  is  the  broad  field  in  which  to  look  for  bar- 
gains. The  disadvantage  is  that  few  managers 
have  sufficient  information  or  wide  enough 
vision  to  supervise  so  varied  a  portfolio  to 
good  advantage.  Several  investment  com- 
panies issue  bonds  which  are  true  investment 
trust  securities  of  this  type.  Like  the  ordi- 
nary bond,  they  bear  a  fixed  interest  rate  and 
do  not  participate  in  the  profits.  Investment 
trust  stocks  of  the  discretionary  type,  while 
common  in  England,  are  rare  in  America.  Most 
so-called  investment  trust  stocks  of  the  discre- 
tionary type  in  America  are  investment  com- 
pany securities. 

2.  Specialized  Man-agement  Type 

An  investment  trust  security  carrying  an  in- 
terest  in  a  portfolio  which  is  restricted  to  a 
certain  industry  such  as  banking,  electric  light 
and  power,  or  railroad,  or  to  securities  of  a  cer- 
tain class,  such  as  common  stocks  or  bonds 
listed  on  one  or  two  prominent  exchanges.  The 
purpose  of  this  limitation  or  restriction  is  to 
bring  the  portfolio  within  the  scope  of  the  ex- 
perience, knowledge  and  skill  of  specialists  who 
have  devoted  a  major  portion  of  their  business 
lives  to  studying  and  dealing  in  securities  in 
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that  particular  industry  or  listed  on  a  particu- 
lar exchange.  The  presumption  is  that  by  virtue 
of  this  technical  experience  and  skill  they  will 
be  able  to  handle  the  portfolio  more  safely  and 
profitably  than  if  it  contained  securities  with 
which  they  were  unfamiliar,  listed  on  exchanges 
where  they  were  not  acquainted,  and  issued  by 
companies  or  in  countries  too  remote  to  render 
feasible  a  personal  investigation.  The  manage- 
ment of  a  discretionary  type  of  trust  avers 
that  several  specialists,  each  a  master  of  his 
own  field,  may  be  employed  to  manage  one  port- 
folio. The  proponents  of  the  specialized  man- 
agement type  reply  that  several  doctors  operat- 
ing at  once  on  the  same  patient  are  likely  to 
disagree,  with  disastrous  results  to  the  patient. 
There  are  so  many  dividend  paying  stocks  on 
the  New  York  Stock  Exchange  in  so  many 
widely  differing  enterprises,  that  a  specialist 
with  a  staff  of  statisticians  has  a  wide  range  of 
possible  substitutions  for  the  portfolio.  Even 
in  the  case  of  New  York  bank  stocks,  where, 
according  to  the  statistical  conclusions  in  this 
volume,  less  diversification  is  requisite  for 
safety  than  in  a  combination  of  industrial  enter- 
prises,^ there  are  at  least  fifty  prominent  and 
successful  banks,  trust  companies  and  financial 

3  Cf .  Charts  No.  8,  p.  72  and  No.  9,  p.  75. 
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organizations  from  which  to  choose.  Less  than 
half  this  number  would  seem  to  provide  ample 
diversification  for  an  investment  trust  in  New 
York  bank  stocks  because  of  the  implicit  (in- 
herent) diversification  afforded  by  the  nature 
of  the  banking  business.  Those  eligible  among 
the  remainder  afford  many  opportunities  for 
profitable  turnover  and  substitution  by  skilled 
managers. 

As  between  the  two  types  of  flexible  manage- 
ment trusts,  namely,  the  discretionary  type  and 
the  specialized  management  type,  there  is  com- 
paratively little  to  choose.  Each  is  intrinsical- 
ly sound,  as  each  places  its  portfolio  in  the 
hands  of  a  trust  company  as  trustee.  The 
marked  successes  already  demonstrated  by  in- 
vestment trusts  of  the  specialized  management 
type  operating  exclusively  in  American  securi- 
ties augur  well  for  their  future.  For  a  port- 
folio restricted  to  New  York  bank  stocks,  to 
listed  common  stocks  or  to  the  securities  of  a 
particular  domestic  industry  the  arguments  in 
favor  of  the  specialized  management  type  carry 
by  far  the  most  conviction. 
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New  Yobk  and  Boston  Banks 

Brief  Sketches  of  the  Banking  Institutions 
Included  in  this  Study 

BOSTON  BANKS 

First  National  Bank  of  Boston 

Because  of  its  merger  with  the  Massachu- 
setts National  Bank,  established  1784,  the  First 
National  Bank  of  Boston  may  be  considered  the 
oldest  financial  institution  in  New  England.  It 
began  business  as  the  Safety  Fund  Bank  in 
1859  and  in  1864  it  was  given  a  Federal  charter 
under  the  National  Banking  Act.  In  size  it  is 
sixth  among  the  national  banks  of  the  nation 
and  the  largest  in  New  England. 

Branches  have  been  established  in  Havana 
and  Buenos  Aires  for  the  accommodation  of 
customers  interested  in  the  foreign  trade  with 
Cuba  and  South  America,  and  the  Boston  office 
contains  a  large  foreign  department. 

During  the  past  two  decades  deposits  have 
increased  so  that  they  are  today  eight  times  as 
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great  as  they  were  in  1908.  The  resources  of 
the  bank  have  grown  steadily  throughout  the 
period  from  $48,000,000  to  $477,000,000.  De- 
posits gained  $110,000,000  during  the  pre-war 
decade,  1907  to  1917,  while  in  the  following 
ten  years  the  increase  was  $117,000,000.  Part 
of  the  recent  growth  has  come  from  consolida- 
tions. 

The  value  of  a  share  of  stock  advanced  from 
$295  in  January,  1908  to  $510  in  January,  1928. 
During  this  period  stockholders'  rights  were 
issued  to  a  total  value  of  $385.73  in  addition  to 
dividends  amounting  to  $303.  The  average  an- 
nual income  thus  amounted  to  11.67%  on  the 
investment  over  the  entire  twenty  years,  while 
the  real  income,  consisting  of  the  average  an- 
nual income,  plus  capital  appreciation  averaged 
15.31%  per  annum  as  compared  with  23.17% 
for  the  average  New  York  banks  studied. 

Merchants  National  Bank  of  Boston 

This  institution  was  established  as  a  State 
bank  of  the  Commonwealth  of  Massachusetts  in 
1831  with  a  paid-in  capital  of  $500,000.  Since 
1864  it  has  been  operated  as  a  national  bank. 
The  bank  is  located  on  the  identical  site  to 
which  it  moved  in  1837.  The  present  structure 
at  the  corner  of  State  and  Devonshire  Streets, 
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Boston,  was  erected  in  1912  and  its  windows 
overlook  two  of  the  most  famous  landmarks  in 
America.  On  its  right  as  it  faces  State  Street 
is  the  Old  State  House,  one  of  the  cradles  of 
American  Independence,  still  flaunting  in  its 
pride  of  years  the  Lion  and  the  Unicorn,  sym- 
bols of  British  majesty.  In  the  middle  of  the 
street,  to  the  left  of  the  bank,  a  great  circle 
marks  the  site  of  the  Boston  Massacre. 

In  1864,  when  the  bank  was  rechartered  un- 
der the  National  Banking  Act,  its  capital  was 
increased  to  $3,000,000.  During  the  past  six- 
teen years  the  Merchants  has  absorbed  the 
State  National  Bank,  the  National  Bank  of 
Commerce,  the  Winthrop  National  Bank  and 
the  Boston  National  Bank. 

In  1908  the  value  of  the  stock  was  $204  a 
share.  Its  price  in  January,  1928,  was  $420  a 
share.  Dividends  have  increased  from  $10  a 
share  in  1909  to  $16  in  1927.  During  the  past 
decade  the  average;  annual  return  including 
market  appreciation  has  been  11.19%  as  com- 
pared with  23.17%  for  the  average  New  York 
bank  stock  and  9.69%  for  Boston. 

National  Shawmut  Bank  of  Boston 

The  ^*  Shawmut  Bank'^  has  one  of  the  most 
distinctive  names  applied  to  any  banking  in- 
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stitution  in  America.  The  Indian  word  ^^Sliaw- 
muf  means  **  Living  Fountain '^  and  the 
name  is  said  to  have  originated  because  of  the 
many  good  springs  of  water  then  found  on 
this  peninsula.  Spring  Lane  and  "Water  Street, 
separated  by  only  a  few  feet,  were  so  named 
because  of  one  of  these  springs.  The  building 
of  the  National  Shawmut  Bank  at  40  Water 
Street  is  erected  directly  over  the  course  of 
one  of  the  most  important  of  these  springs,  the 
source  of  which  was  but  a  short  distance  away 
in  Spring  Lane. 

The  National  Shawmut  Bank  is  the  second 
laT^gest  bank  in  Boston.  It  was  incorporated 
as  the  Warren  Bank  under  a  State  charter  in 
1836  with  a  capital  of  $500,000.  The  name 
was  later  changed  to  Shawmut  Bank.  When  it 
obtained  its  Federal  charter  in  1864  the  name 
was  again  changed  to  the  Shawmut  National 
Bank. 

In  1898  the  capital  was  increased  from 
$1,000,000  to  $3,000,000  in  order  that  seven 
banks  might  be  absorbed.  At  present  the  cap- 
ital is  $15,000,000.  Dividends  have  increased 
from  an  8%  basis  in  1906  to  a  basis  of  12%  at 
present.  The  stock  of  the  bank  in  January, 
1908,  was  valued  at  $265  a  share.  By  January, 
1928,  it  had  increased  in  value  to  $370.    In  the 
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meantime  rights  having  a  total  salable  value 
of  $110  have  been  issued  to  stockholders.  The 
average  return  including  appreciation  for  20 
years  was  9.92%  as  compared  with  23.17%  for 
the  average  New  York  bank. 

At  present  the  management  of  the  bank  is 
in  the  hands  of  a  group  of  prominent  business 
men  many  of  whom  are  well  known  not  only 
in  New  England  but  throughout  the  nation. 
They  include  Norman  Adams,  W.  S.  Bucklin, 
Paul  Cabot,  Louis  K.  Liggett,  George  Pierce 
and  Henry  Sprague. 

Old  Colony  Trust  Company 

The  trust  company  meets  a  need  that  nation- 
al banks  with  their  various  restrictions  have 
never  been  able  to  satisfy.  The  rate  of  growth 
of  the  Old  Colony  in  comparison  with  that  of 
various  national  banks  is  not  only  a  tribute  to 
the  high  caliber  of  its  management,  but  is  due 
in  part  to  this  economic  need. 

The  Old  Colony  Trust  Company  was  found- 
ed in  the  back  rooms  of  an  old  store  at  50  State 
Street  in  1890.  On  the  first  day  of  business 
it  had  three  customers.  Since  that  time  it  has 
enjoyed  a  rapid  rise  until  today  it  is  the  fifth 
largest  trust  company  in  the  United  States 
and  the  largest  outside   of  New  York   City. 
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Many  mergers  with  small  outlying  banks  and 
the  establishment  of  branches  throughout  Met- 
ropolitan Boston  and  its  suburbs  have  given  it 
a  well-diversified  and  rapidly  growing  business. 
The  capital  of  the  bank  has  grown  since  1890 
from  $1,000,000  to  $15,000,000  in  1928  and  the 
value  of  its  stock  has  doubled  and  tripled  in 
value.  From  time  to  time  stock  dividends  have 
been  declared.  The  dividend  rate  has  been  in- 
creased from  6%  in  1900  to  12%  in  1907,  and 
many  extra  cash  dividends  and  stockholders' 
rights  have  supplemented  the  income  yield. 
The  purchaser  of  a  share  of  stock  worth 
$697.50  in  1908  would  hold  in  January,  1928, 
two  shares,  valued  at  $795  for  the  two,  and  in 
the  meantime  he  would  have  received  $461.50  in 
dividends  and  $341.34  in  rights.  The  average 
annual  return  on  the  investment,  including  ap- 
preciation, was  6.97%  as  compared  with 
23.17%  for  the  average  New  York  bank  studied. 

Second  National  Bank 

The  Second  National  Bank  is  one  of  the  old- 
est banking  houses  in  New  England  having 
been  founded  in  1832,  under  the  name  of  the 
Granite  Bank.  The  original  capital  of  $500,- 
000  was  increased  to  $2,000,000  in  1903. 

An  investment  of  $210  in  the  stock  of  this 
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bank  in  1908  would  have  grown  to  $420  by  Jan- 
uary, 1928.  A  liberal  dividend  policy  has  been 
pursued  at  all  times.  From  1908  to  1928  the 
total  dividends  aggregated  $544,  which  is  at 
the  average  annual  rate  of  12.95%  on  the  orig- 
inal investment.  Adding  the  average  annual 
capital  appreciation  of  5%  per  annum  this 
bank  shows  a  total  income  of  17.95%  per  an- 
num on  the  original  investment.  This  is  the 
most  profitable  of  all  Boston  banks  studied 
and  compares  favorably  with  the  average  New 
York  bank,  the  real  income  upon  which  during 
the  same  period  was  23.17%. 

City  Trust  Company 

The  City  Trust  Company,  established  1902, 
had  a  paid  up  capital  of  $1,500,000  in  1907. 
Its  surplus  at  that  time  was  $2,696,800  and  its 
deposits  $21,003,190. 

In  1910  the  City  Trust  Company  was  ab- 
sorbed by  the  Old  Colony  Trust  Company.  The 
stockholders  received  three  shares  of  Old  Col- 
ony Trust  in  exchange  for  five  shares  of  the 
stock  of  the  City  Trust  Company.  The  net  re- 
sult was  that  between  1908,  when  one  share  of 
City  Trust  Company  stock  was  worth  $337.50 
and  January,  1928,  when  three-fifths  of  a  share 
of  Old  Colony  Trust  was  worth  $477,  the  orig- 
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inal  purchaser  of  the  City  Trust  Company  had 
enjoyed  an  average  annual  appreciation  of 
2.06%.  In  the  meantime  he  had  received  div- 
idends of  $276.90  and  rights  salable  for  $204.80, 
making  an  average  annual  income  on  the  orig- 
inal investment  of  7.13%  or  an  average  income 
of  9.19%  including  appreciation. 

The  International  Trust  Company 

The  International  Trust  Company  was  or- 
ganized under  the  laws  of  the  Commonwealth 
of  Massachusetts  in  1879.  Its  paid  up  capital 
in  1907  was  $1,000,000;  the  surplus  totaled 
$4,061,530  and  the  deposits  $14,613,710. 

In  July,  1923,  this  bank  was  absorbed  by  the 
First  National  Bank  of  Boston  and  the  stock- 
holders received  one  share  of  the  First  Na- 
tional Bank  and  $320  cash  for  each  two  shares 
of  International  Trust.  As  a  result  of  this  the 
stockholders  suffered  an  actual  loss  in  capital 
account.  The  International  Trust  Company 
was  not  highly  successful  during  the  latter  pe- 
riod of  its  existence.  Nevertheless,  if  the  cash 
return  and  the  present  value  of  the  half  share 
of  First  National  Bank  is  taken  into  considera- 
tion the  stockholder  of  the  International  Trust 
Company  received  an  average  income  of  5% 
per  annum  after  deducting  all  the  loss. 
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NEW  YORK  BANKS 

American  Exchange-Irving  Trust  Cofnpany 

The  American  Exchange-Irving  Trust  Com- 
pany is  the  second  largest  trust  company  in 
America.  From  its  establishment  in  1838  to 
1925  its  history  was  relatively  quiet.  In  that 
year,  however,  it  commenced  to  grow  very  rap- 
idly as  a  result  of  mergers  with  the  Pacific  Na- 
tional Bank  and  the  Irving  Bank  and  Trust 
Company,  the  latter  being  the  result  of  a  mer- 
ger between  the  Irving  Bank,  Columbia  Trust 
and  the  National  Butchers  and  Drovers.  With 
25  or  more  olBfices  scattered  throughout  greater 
New  York,  its  business  is  steadily  growing. 

Its  capital  has  increased  from  $5,000,000  in 
1908  to  $32,000,000  in  1928  and  its  surplus  from 
$5,100,000  to  $32,000,000. 

The  bank  concentrates  on  commercial  loans 
and  always  prides  itself  on  being  in  a  very 
liquid  condition.  Stockholders  have  enjoyed 
many  opportunities  to  add  to  their  holdings  by 
the  distribution  of  valuable  rights.  The  value 
of  one  share  of  stock  in  1908  was  $200 ;  by  Jan- 
uary, 1928,  it  had  appreciated  to  $411,  including 
the  value  of  a  stock  dividend  of  33  1/3%. 

The  average  annual  income  on  the  original 
investment  was  9.71%  and  the  average  annual 
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capital  appreciation  5.27%,  making  a  total  of 
14.98%  as  compared  with  23.17%  for  the  New 
York  banks  studied.  Lewis  E.  Pearson,  Chair- 
man of  the  Board  of  Directors  and  Harry  E. 
Ward,  President,  have  built  up  this  trust  com- 
pany from  a  small  institution  and  are  con- 
sidered among  the  ablest  bankers  in  Amer;  ea. 

Bank  of  New  York  and  Trust  Company 

Alexander  Hamilton,  who  played  so  im- 
portant a  part  in  America's  early  financial  his- 
tory, was  actively  interested  in  the  organiza- 
tion, management  and  early  policies  of  the 
Bank  of  New  York  and  Trust  Company  and 
actually  wrote  the  document  of  its  constitution. 

As  the  bank  is  the  oldest  institution  of  its 
kind  in  the  state  of  New  York,  and  one  of  the 
oldest  in  the  country,  it  looks  back  upon  great 
changes  in  the  financial  policy  and  economic 
conditions  of  the  United  States  and  upon  many 
severe  trials  and  crises  in  the  business  world. 
In  1789  it  extended  to  the  new-bom  Federal 
Government  the  first  loan  made  by  any  bank  to 
the  government  of  the  United  States. 

The  present  company  was  incorporated  in 
1922  as  a  result  of  the  merger  of  the  old  Bank  of 
New  York  and  the  New  York  Life  Insurance 
&  Trust  Company. 
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Since  that  date  the  capital  has  been  increased 
from  $1,000,000  to  $6,000,000.  A  50%  stock 
dividend  was  paid  in  1927,  and  the  dividends 
since  1922  have  ranged  from  21%  to  24%  of 
the  par  value.  A  share  bought  for  $280  in  1908 
would  have  been  worth  $1331  in  the  first  quar- 
ter of  1928.  The  average  annual  income  in 
the  meantime  was  7.35%  so  that  the  real  in- 
come, consisting  of  the  dividends  plus  the 
average  appreciation  of  the  principal,  amount- 
ed to  26.11%  per  annum  as  compared  with 
23.17%  for  the  average  of  all  the  New  York 
banks  studied. 

Bank  of  America 

The  Bank  of  America,  one  of  New  York^s 
oldest  banks,  established  in  1812,  was  in  a 
sufficiently  strong  financial  position  during  the 
period  of  depression  at  the  beginning  of  this 
decade  to  take  advantage  of  the  situation.  It 
entered  upon  a  program  of  expansion  when 
most  banks  were  content  to  concentrate  on 
keeping  down  their  losses.  During  that  time 
the  Franklin  Trust  Company,  the  Atlantic  Na- 
tional Bank  of  New  York,  and  the  Battery  Park 
Bank  were  acquired  and  absorbed. 

In  April,  1928,  the  Giannini  interests  repre- 
sented by  the  Bancitaly   Corporation  gained 
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control  by  purchase  of  the  majority  of  the 
stock.  Then  followed  a  merger  with  the  Com- 
mercial Exchange  Bank  and  the  Bowery  and 
East  River  National  Bank  which  resulted  in 
the  formation  of  the  Bank  of  America  National 
Association  under  the  control  of  the  Giannini 
interests.  The  capital  in  1908,  $1,500,000,  was 
increased  to  $25,000,000  in  the  last  merger.  De- 
posits have  crept  up  from  $36,800,000  in  1908 
to  $300,000,000  April  30,  1928,  and  surplus  and 
undivided  profits  have  gone  up  from  $4,600,000 
in  1908  to  $37,000,000  in  1928.  The  Giannini 
group  now  being  in  control,  the  subsequent  his- 
tory of  the  bank  will  be  watched  with  interest. 
The  value  of  one  share  in  1908  was  $465. 
In  1928  the  stock  had  appreciated  to  a  value  of 
$1212.  The  cash  income  amounted  to  $625 
during  the  twenty  years  studied,  or  an  average 
of  6.72%  per  annum  on  the  original  investment 
of  $465.  The  appreciation  amounted  to  8.03%, 
making  a  total  of  14.75%  before  the  great  ad- 
vance due  to  the  final  purchases  by  the  Gian- 
nini interests  commenced. 

Bank  of  the  Manhattan  Company 

Bank  of  the  Manhattan  Company  was  organ- 
ized in  1799  and  for  many  years  figures  well 
known  in  the  banking  world  have  been  asso- 
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ciated  with  its  management.  It  has  long  been 
known  as  one  of  the  soundest  of  the  Wall  Street 
institutions  catering  especially  to  brokers. 
Dividends  were  initiated  in  1804. 

The  management  has  found  it  very  profitable 
to  establish  branches  throughout  the  boroughs 
of  Queens,  Brooklyn  and  Bronx,  where  deposits 
have  been  procured  to  be  loaned  in  the 
*^  Street '\  Its  system  includes  forty-six  con- 
veniently located  branches. 

In  1922  stockholders  were  given  a  100%  stock 
dividend.  In  March,  1927,  a  bill  was  introduced 
before  the  New  York  State  Legislature  to  per- 
mit the  Bank  of  Manhattan  Company,  which 
operates  under  special  charter,  to  increase  the 
par  value  of  the  shares  from  $50  to  $100. 

The  price  of  a  share  has  advanced  from  $143 
in  January,  1908,  to  $584  in  1928.  Eeal  income 
in  the  form  of  average  annual  income  and  cap- 
ital appreciation  amounted  to  24.79%  during 
the  period  of  twenty  years. 

With  capital  of  $12,500,000  and  surplus  and 
undivided  profits  of  over  $19,000,000,  the  Bank 
of  Manhattan  Company  may  be  expected  to  do 
other  good  things  for  its  stockholders.  De- 
posits are  in  excess  of  $215,800,000.  It  recently 
acquired  the  controlling  stock  in  Bronx  Bor- 
ough Bank,  Bank  of  Long  Island  Deposit  Com- 
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pany,  and  Metropolitan  Safe  Deposit  Company, 
and  is  one  of  the  most  progressive  state  banks 
in  New  York  City. 

Bankers  Trust  Company 

Closely  associated  with  J.  P.  Morgan  &  Com- 
pany, few  financial  organizations  in  America 
can  boast  such  a  Board  of  Directors  as  does  the 
Bankers  Trust  Company.  Among  them  were 
included  in  1928  Stephen  Birch,  Cornelius  N. 
Bliss,  Thomas  Cochran,  Pierre  S.  du  Pont, 
"Walter  E.  Frew,  D wight  W.  Morrow,  Seward 
Prosser,  John  J.  Raskob  and  Charles  L.  Tif- 
fany. 

In  1908  the  capital  and  surplus  of  the  Bank- 
ers Trust  Company  was  too  small  to  permit  its 
inclusion  in  the  list  of  banks  studied.  At  that 
time  the  total  capital  was  only  $1,000,000  and 
the  surplus  $1,097,300.  Since  that  time  it  has 
become  one  of  the  largest  trust  companies  in 
America  until  on  June  30,  1928,  the  capital 
amounted  to  $25,000,000  and  the  surplus  and 
undivided  profits  $75,000,000.  It  has  shown  a 
larger  income  than  any  other  trust  company  in 
America  and  has  become  a  vital  force  in  the 
banking  world  in  the  comparatively  short 
twenty-four  years  of  its  history. 

One  reason  for  its  success  is  that  it  has  prof 
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ited  largely  by  underwriting  many  of  the  issues 
of  new  securities  offered  to  the  pubhc  by  the 
house  of  Morgan. 

Had  an  investor  bought  one  share  of  Bankers 
Trust  Company  stock  in  1906  and  taken  ad- 
vantage of  subscription  rights  to  increase  his 
holdings,  he  would  have  6.4  shares  at  present 
and  the  present  yield  on  the  total  funds  in- 
vested would  be  9.7%  as  against  2.24%  on  his 
holdings  in  1906.  The  market  value  of  total 
holdings  was  $5,504  on  July  25,  1927,  as  com- 
pared with  $4,000  on  June  28,  1926,  and  with 
the  total  amount  of  $1,320  invested  from  time  to 
time. 

Bond  and  Mortgage  Guarantee  Company 

This  company  was  organized  in  1892  with 
the  cooperation  of  the  Title  Guarantee  &  Trust 
Company,  whose  stockholders  subscribed  for 
most  of  its  stock.  The  mortgage  company  and 
the  trust  company  occupy  common  offices  and 
for  all  practical  purposes  are  under  the  same 
management.  The  business  of  the  company 
is  the  sale  of  mortgage  certificates  and  of  pol- 
icies guaranteeing  mortgages. 

Capital  has  been  increased  from  $3,000,000 
in  1908  to  $10,000,000  in  1928.  Surplus  and  un- 
divided profits  have  increased  from  $3,500,000 
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in  1908  to  $8,000,000  in  1928.  The  volume  of 
business  in  guaranteed  mortgages  and  certifi- 
cates has  quadrupled  from  $160,000,000  in 
1908  to  $640,000,000  in  1928. 

The  value  of  one  share  in  1908  was  $287.50. 
It  appreciated  from  this  figure  to  $1720  in 
1928.  The  cash  income  received  in  this  period 
was  $565.40.  The  average  annual  appreciation 
from  all  sources  combined,  including  capital 
appreciation,  was  at  the  rate  of  36.35%  as 
compared  with  an  average  of  23.17%  for  all  the 
financial  institutions  studied  and  is  an  indica- 
tion of  how  profitable  has  been  the  business  of 
guaranteeing  titles  and  mortgages. 

Central  Union  Trust  Company 

It  has  been  said  that  the  most  valuable  trust 
business  in  America  is  held  by  Central  Union 
Trust  Company.  Full  praise  for  the  bank's 
progress  must  be  accorded  its  excellent  man- 
agement. The  Board  of  Trustees  includes 
Clarence  Dillon,  Adrian  Iselin,  W.  Emlen 
Eoosevelt,  Edwin  Thome,  Cornelius  Vander- 
bilt,  Francis  M.  Weld,  WiUiam  Woodward  and 
others  equally  well  known  in  the  higher  circles 
of  commerce  and  finance. 

The  Central  Union  Trust  Company  came  into 
being  through  the  merger  of  the  Central  Trust 
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Company  and  the  Union  Trust  Company,  the 
first  of  which  had  a  continuous  dividend  rec- 
ord since  1878.  The  latter  has  omitted  div- 
idends but  twice  since  1866. 

In  1927,  Central  Union  earned  $72  per  share, 
against  $68  per  share  in  1926,  and  $51  in  1925. 
Capital  amounts  to  $12,500,000 ;  surplus  and  un- 
divided profits,  $38,000,000;  and  deposits,  $311,- 
000,000. 

Since  1906,  stockholders  have  not  been  asked 
to  contribute  one  dollar  to  capital  increases, 
and  the  purchaser  of  one  share  at  that  date  now 
has  9.2  shares  worth  more  than  $1000  per  share. 
The  average  annual  income  since  1908  amount- 
ed to  11.55%  and  the  average  annual  apprecia- 
tion to  36.48%,  or  a  total  of  48.03%?.  This  has 
proved  the  most  profitable  of  all  the  New  York 
banks  studied  over  the  period  of  twenty  years, 
being  more  than  double  the  average  of  23.17% 
for  all  banks  combined. 

One  share  of  Central  Union  Trust  Company 
stock  twenty-one  years  ago  cost  $2,250.  The 
9.2  shares  now  held,  for  which  the  investor 
meanwhile  paid  no  additional  money,  had  a 
market  value  on  January  1928  of  $12,650. 

Dividends  have  been  increased  several  times 
and  present  earnings  justify  a  higher  rate  than 
the  $32  per  share  now  being  paid. 
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Chase  National  Bank 

The  Chase  National  Bank  is  the  second  larg- 
est bank  in  America.  Its  resources  exceed  a 
billion  dollars.  Earnings  have  increased  steadi- 
ly during  the  past  five  years  and  stockholders 
have  received  very  valuable  rights  as  a  result 
of  expansion  due  in  part  to  the  absorption  of 
the  Metropolitan  National,  the  Lincoln  Nation- 
al, Mechanics  and  Metals  National,  and  the  Mu- 
tual Bank.  During  a  previous  decade  three 
other  banks  were  absorbed:  the  National  Cop- 
per, Fourth  National,  and  the  New  York  Prod- 
uce. 

In  1907,  the  year  of  financial  stress,  the  bank 
declared  a  400%  stock  dividend.  Since  that 
time  the  capital  has  increased  from  $5,000,000 
in  January,  1908,  to  $50,000,000  in  January, 
1928.  Surplus  and  undivided  profits  have  kept 
pace  with  an  increase  from  $5,000,000  to  $57,- 
500,000. 

If  an  investor  had  purchased  one  share  of 
stock  in  1906  and  had  subsequently  taken  ad- 
vantage of  rights  offered  to  increase  his  invest- 
ment, he  would  now  have  thirty  shares  at  a 
total  cost  of  $4625.  These  thirty  shares  would 
have  been  worth  $572  apiece  in  January,  1928, 
or  a  total  of  $17,160.  If,  however,  he  had  elect- 
ed to  dispose  of  his  rights,  the  dividends  on 
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one  share  bought  in  January,  1908,  at  $200  a 
share  would  have  amounted  to  $343.50,  and  the 
proceeds  of  the  sale  of  rights  $666.29,  giving  an 
average  annual  income  of  25.24%  on  the  orig- 
inal investment  with  9.3%  average  annual  ap- 
preciation of  principal,  or  a  total  of  34.54%  in 
average  annual  income. 

One  reason  for  the  great  success  of  the  Chase 
National  Bank  is  the  very  high  calibre  of  its 
management.  The  Board  of  Directors  includes 
such  well-known  names  as  Albert  H.  Wiggin, 
Chairman,  Eugene  V.  R.  Thayer,  James  N. 
Hill,  Jeremiah  Milbank,  Alfred  P.  Sloan,  Jr., 
Henry  0.  Havemeyer,  Samuel  F.  Prior  and 
Frederick  "W.  Roebling,  Jr. 

Each  share  of  Chase  National  Bank  stock 
carries  with  it  one  share  of  Chase  Securities 
Company  which  has  contributed  substantially 
to  the  increase  in  the  income  of  the  parent 
company  in  recent  years. 

Chatham  Phenix  National  Bank  ^ 
Trust  Company 

In  1908  neither  the  Chatham  nor  the  Phenix 
was  large  enough  to  warrant  inclusion  in  the 
list  of  leading  New  York  banks.  Through 
mergers  and  through  the  absorption  of  the 
Metropolitan    Trust    Company    the    Chatham 
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Phenix  National  Bank  &  Trust  Company  has 
become  one  of  the  most  important  and  aggres- 
sive institutions  in  the  metropolitan  district. 

The  directorate  includes  such  men  as  Eugene 
E.  DuPont,  of  E.  I.  DuPont  de  Nemours  & 
Company,  and  Haley  Fiske,  President  of  the 
Metropolitan  Life  Insurance  Company.  Gen- 
eral Samuel  McRoberts  is  Chairman  of  the 
Board. 

The  value  of  one  share  of  stock  in  the  Met- 
ropolitan Trust  Company  in  January,  1908,  was 
$550.  In  1925  this  company  was  absorbed  by 
the  Chatham  and  Phenix.  In  January,  1928, 
the  investor  would  hold  one  and  one-half  shares 
of  Chatham  and  Phenix  having  a  total  value  of 
$885,  and  in  the  meantime,  he  would  have  re- 
ceived dividends  of  $440.  Even  though  this 
proved  to  have  been  one  of  the  least  satisfac- 
tory of  all  the  investments  made,  the  average 
annual  income  and  appreciation  amounted  to 
7.05%. 

Chemical  National  Bank  of  New  York 

The  Chemical  National  Bank  is  a  descendant 
of  the  New  York  Chemical  Manufacturing  Com- 
pany, chartered  in  1823.  A  year  later  the  Man- 
ufacturing Company  was  given  permission  to 
engage  in  a  general  banking  business.    It  be- 
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came  a  state  bank  in  1844,  and  a  national  bank 
under  the  National  Banking  Act  of  1865. 

In  1920  the  Chemical  merged  with  the  Cit- 
izens National  Bank.  It  now  has  five  branches 
in  New  York,  besides  one  in  Brooklyn  and  one 
in  London. 

The  dividends  for  the  past  80  years  have 
averaged  100%  of  the  par  value,  and  hence 
amount  to  more  than  $8,000  per  share.  A  stock 
dividend  of  900%  was  declared  in  1907. 

The  board  of  directors  of  the  bank  include 
such  prominent  banking  and  business  execu- 
tives as  Robert  Goelet,  William  Langley,  Lam- 
mot  du  Pont,  Charles  Cheney,  W.  Emlen  Eoose- 
velt  and  Adrian  Iselin. 

Since  1908  the  capital  of  the  institution  has 
been  increased  from  $300,000  to  $5,000,000.  A 
share  bought  at  $400  in  1908  was  worth  $1050 
in  the  first  quarter  of  1928  if  all  stock  div- 
idends were  retained.  The  average  annual  in- 
come and  appreciation  amounted  to  12.92% 
over  the  period  of  twenty  years. 

Corn  Exchange  Bank 

Corn  Exchange  Bank  was  organized  in  1853 
in  connection  with  the  Flour  and  Grain  Ex- 
change. In  1899  the  mergers  of  the  Astor  Place 
Bank  and  the  Hudson  Eiver  Bank  were  com- 
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pleted  by  exchange  of  stock  in  these  banks  for 
Corn  Exchange  stock.  Under  the  management 
of  Walter  E.  Frew,  Chairman  of  the  New  York 
Clearing  House  Association,  this  bank  is  the 
pioneer  in  the  branch  banking  field.  At  the 
time  the  Corn  Exchange  was  established.  New 
York  City  was  confined  to  the  island  of  Man- 
hattan. With  an  organization  of  sixty-six 
branches  in  greater  New  York  the  Corn  Ex- 
change Bank  benefits  from  growth  in  any  part 
of  New  York  City. 

The  increase  in  value  of  real  estate  through- 
out the  city  has  been  reflected  in  the  assets  of 
this  institution,  for  the  management  has  shown 
unusual  judgment  in  placing  branches  strateg- 
ically. 

Stockholders  in  Com  Exchange  have  become 
accustomed  to  capital  increases.  Capital  is 
now  $11,000,000,  surplus  and  undivided  profits 
more  than  $16,500,000,  and  deposits  more  than 
$231,000,000. 

The  Corn  Exchange  Bank  has  paid  dividends 
since  1854.  In  1906  it  was  paying  $14  per  share 
on  a  capital  of  $2,000,000;  now,  dividends  are 
$20  per  share  on  $11,000,000. 

One  share  of  stock  with  a  purchase  price  of 
$252.50  in  January,  1908,  had  a  value  of  $606 
in  January,  1928.    The  income,  including  div- 
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idends  and  rights,  during  those  tweni>  years 
amounted  to  $669  which,  added  to  the  apprecia- 
tion, gives  an  average  annual  real  income  of 
20.84%  per  annum. 

Empire  Trust  Company 

The  business  of  this  company  began  in  1901, 
with  a  capital  of  $100,000.  As  of  June  30, 1927, 
the  capital  was  $4,000,000,  surplus  and  un- 
divided profits  $4,375,383  and  deposits  $71,532,- 
310.  Earnings  for  1926  were  $25  and  dividends 
$16. 

Directors  include  such  men  as  Coleman  du 
Pont,  Leroy  W.  Baldwin,  Jules  S.  Bache,  Mat- 
thew C.  Brush,  August  Heckscher  and  Charles 
M.  Schwab. 

Empire  Trust  is  among  the  New  York  finan- 
cial institutions  whose  dividend  records  extend 
back  over  twenty  to  fifty  years.  During  the 
past  twenty  years  deposits  have  increased 
nearly  ten-fold. 

In  1906  one  share  of  Empire  Trust  Company 
stock  cost  $320.  The  stockholder  had  the  op- 
portunity in  succeeding  years  to  increase  his 
holdings,  based  on  the  original  single  share, 
to  5.32  shares,  at  an  additional  cost  of  $739. 
As  compared  with  the  $1,059  total  funds  thus 
invested  his  holdings  were  valued  at  $1,830  on 
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June  28,  1926,  and  at  $2,404  on  July  25,  1927. 
His  annual  cash  income  of  $6  in  1906  was  in- 
creased to  $85.12  in  1926,  and  a  yield  of  1.87% 
twenty-one  years  ago  compares  with  a  yield  at 
present  of  8.04%  on  total  funds  invested. 

Because  of  the  unusually  high  calibre  of  its 
management  a  brilliant  future  may  safely  be 
predicted  for  this  twenty-seven-year-old  com- 
pany, already  among  the  most  progressive  in- 
stitutions on  Broadway. 

Equitable  Trust  Company 

Equitable  Trust  Company  is  the  largest  trust 
company  in  the  ^^Rockefeller  group.''  Organ- 
ized in  1871  as  the  Traders  Deposit  Company, 
its  name  was  changed  to  American  Deposit  & 
Loan  Company  in  1895  and  to  the  present  title 
in  1902.  Equitable  undertook  a  series  of  mer- 
gers following  the  1907  panic.  The  Bowling 
Green  Trust  Company  was  acquired  and 
merged  March  21,  1909,  the  Trust  Company 
of  America,  February  24,  1912,  and  most  im- 
portant of  all,  the  Importers  and  Traders  Bank 
of  New  York  was  merged  June  29,  1923.  Since 
1920,  Equitable 's  net  deposits  have  increased 
more  rapidly  than  any  other  New  York  Bank 
in  the  Clearing  House  Association. 

Capital  has  grown  from  $3,000,000  in  1915 
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to  $30,000,000  in  1928.  Surplus  and  undivided 
profits  are  over  $24,000,000  and  deposits  are 
$478,800,000. 

Equitable  is  showing  approximately  the  same 
earnings  per  share  on  a  capital  of  $30,000,000 
as  a  year  ago  on  $23,000,000  capital. 

Earnings  have  grown  steadily  in  recent  years 
and  frequent  capital  increases  have  afforded 
stockholders  many  valuable  rights.  An  in- 
vestor who  bought  Equitable  Trust  Company 
stock  in  1908  at  $375  has  today  a  stock  worth 
$555,  including  a  33  1/3  stock  dividend.  Rights 
have  been  issued  to  the  amount  of  $450  and  a 
dividend  of  $16  per  share  is  being  paid  at  pres- 
ent. The  real  income  including  capital  appre- 
ciation averages  13.68%  during  the  twenty 
year  period. 

Farmers  Loan  ^  Trust  Company 

First  in  the  United  States,  probably  in  the 
world,  to  receive  a  charter  empowering  a  cor- 
poration to  assume  trust  funotions.  Farmers 
Loan  &  Trust  Company  now  has  a  capital  of 
$10,000,000,  and  deposits  of  more  than  $154,- 
000,000.    Dividends  have  been  paid  since  1860. 

The  Farmers  Loan  is  envied  for  its  old  and 
highly  profitable  trust  business.  It  is  the  first 
down-town  trust  company  of  New  York  to  es- 
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tablish  offices  in  Paris  and  London  to  accom- 
modate travelling  and  business  customers. 

As  late  as  1916,  capital  was  only  $1,000,000, 
although  it  had  been  reduced  from  $2,000,000  to 
that  figure  in  1853.  Since  1922  increases  have 
been  authorized,  and  in  1925,  at  a  time  when 
the  stock  was  selling  at  about  $800  a  share,  the 
holder  of  each  share  was  given  the  right  to 
subscribe  to  a  new  share  at  $100. 

A  share  of  stock  bought  in  1908  at  $297.50 
amounted  to  $710  in  January,  1928.  $362  ad- 
ditional income  would  have  been  realized  on 
the  sale  of  rights.  Dividends  are  being  paid  at 
the  rate  of  80%  on  the  original  par  value. 

Farmers  Loan  &  Trust  Company  is  one  of  the 
strongest  institutions  of  its  kind  in  New  York. 
Besides  its  branches  in  New  York  and  in  for- 
eign cities  it  has  one  on  the  steamer  Leviathan. 
This  last  venture,  it  was  expected,  would  be 
carried  as  a  charge  to  advertising,  but  actually 
it  has  been  showing  a  profit. 

First  National  Bank  of  New  York 

The  First  National,  with  a  spotless  and  un- 
interrupted dividend  record  for  63  years,  with 
interests  extending  throughout  the  world  is  one 
of  the  leading  financial  institutions  of  America. 

The  larger  portion  of  the  bank's  assets  con- 
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sists  of  security  holdings,  the  proportion  vary- 
ing between  50  and  60  per  cent.  First  National 
Bank  is  earning  a  very  liberal  rate  on  the  total 
funds  at  its  command.  Net  profits  for  the  year 
1927  amounted  to  $153.50  a  share,  and  div- 
idends paid,  100%. 

George  F.  Baker,  Chairman  of  the  Board, 
has  been  associated  with  some  of  the  most  im- 
portant business  activities  in  this  Country  for 
many  years,  establishing  himself  as  the  **dean 
of  American  bankers.'' 

The  stock  of  the  First  National  Bank  of  New 
York  sold  for  $585  a  share  in  January,  1908. 
By  January,  1928,  it  had  advanced  in  price  to 
$3750  a  share,  and  by  May  of  that  year  to 
$4750.  During  this  period  stockholders  had 
not  been  asked  to  add  one  penny  for  additional 
capital,  and  the  dividends  increased  from  30% 
per  annum  to  100%.  As  a  result  of  this  record 
it  is  easy  to  see  why  the  stock  of  the  First  Na- 
tional Bank  of  New  York  has  proved  one  of 
the  most  profitable  investments  in  the  entire 
gamut  of  American  financial  institutions.  The 
average  annual  income  plus  appreciation  for 
the  past  twenty  years  has  been  37.41%  per  an- 
num as  against  an  average  of  23.17%  for  the 
average  New  York  banks  studied. 
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Guaranty  Trust  Company 

The  story  of  how  this  bank  came  to  be  the 
leading  institution  of  its  kind  in  America — 
now  the  largest  trust  company  in  the  world — 
in  spite  of  the  rather  obscure  beginning  64 
years  ago,  is  one  of  the  most  interesting  chap- 
ters in  the  history  of  New  York  banking.  Three 
mergers  have  swelled  the  capital  until  today 
it  stands  at  $30,000,000,  while  surplus  and  un- 
divided profits  exceed  $37,000,000.  Deposits 
are  $676,000,000. 

Guaranty  Trust,  under  the  presidency  of  Wil- 
liam C.  Potter,  has  been  consistently  increasing 
its  earnings  during  recent  years.  The  Board 
of  Directors  includes  Thomas  W.  Lamont  and 
George  Whitney,  both  of  J.  P.  Morgan  &  Com- 
pany. 

Dividends  were  recently  increased  from  $12 
a  share  to  $16  a  share.  Stockholders  have  re- 
ceived many  valuable  rights  from  time  to  time, 
the  latest  capital  increase  having  bestowed 
upon  old  stockholders  rights  worth  $49  per 
share.  Earnings  in  1927  were  $36  against 
$28  per  share  in  1926  and  $22  per  share  in 
1925. 

Guaranty  Trust  Company  conducts  a  com- 
plete domestic  and  foreign  banking  business, 
and   its   investment   company,   known   as   the 
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Guaranty  Company  of  New  York,  affiliated  with 
the  trust  company,  earns  substantial  profits 
each  year. 

A  share  of  stock  worth  $415  in  1908  was 
worth  $624.50  in  January,  1928.  In  the  mean- 
time, cash  dividends  amounting  to  $442.50  were 
paid  in  twenty  years,  and  rights  were  distribut- 
ed salable  for  $1156.  No  other  bank  in  the  list 
distributed  rights  even  approaching  this  value. 
Adding  dividends,  rights,  and  appreciation, 
the  average  annual  income  was  21.77%. 

Hanover  National  Bank 

In  1922,  after  the  bottom  of  the  business  cycle 
had  been  reached,  the  Hanover  National  Bank 
paid  a  cash  dividend  of  28%  and  a  stock  div- 
idend of  Q>Q  2/3%.  In  1927  the  dividend  was 
30%  and  for  1928  the  dividend  will  amount  to 
more  than  ever  before — possibly  48%,  as  in  the 
first  quarter  16%  was  paid.  Each  share  earned 
$61  in  1927. 

Capital  stock  has  increased  from  $500,000  in 
1865  to  $5,000,000  in  1927,  there  being  a  66  2/3% 
stock  dividend  in  1922.  Surplus  and  undivided 
profits  increased  from  $18,000,000  in  1922  to 
$26,000,000  in  1927.  Gross  deposits  in  1927 
were  over  $159,000,000.  A  share  of  stock  could 
have  been  bought  in  1908  for  $480 :  in  January 

178 


LAWYERS  TITLE 


1928,  that  same  share  would  have  increased  to 
1  2/3  shares,  worth  $2171.  The  average  an- 
nual income  and  appreciation  was  23.48%  as 
compared  with  23.17%  for  all  the  banks  stud- 
ied. 

The  first  trust  charter  issued  under  the  Fed- 
eral Reserve  Act  was  received  by  the  Hanover 
National  Bank.  Since  1900,  the  bank  has 
merged  the  Gallatin  National  Bank,  and  the 
Continental  National  Bank,  and  within  the  past 
year  has  absorbed  the  Greenwich  National 
Bank. 

There  are  eleven  branches  within  the  city 
of  New  York,  and  in  February,  1928,  there  were 
764  employees. 

Lawyers  Title  ^  Guaranty  Co. 

The  predecessor  of  this  Company  was  or- 
ganized in  1887  as  the  Lawyers  Title  Insurance 
Company.  The  latter  took  part  in  several  mer- 
gers and  finally,  in  1915,  took  the  name  of  the. 
Lawyers  Title  and  Trust  Company.  In  1925 
the  banking  and  trust  parts  of  the  business 
had  each  grown  so  large  that  they  were  sep- 
arated. The  banking  section  was  called  the 
Lawyers  Trust  Company  and  the  mortgage  sec- 
tion was  given  its  present  name,  the  Lawyers 
Title  &  Guaranty  Company,  which  also  owns, 
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except  for  the  qualifying  shares  of  directors, 
all  the  capital  stock  of  the  Lawyers  Trust  Com- 
pany. 

Deposits  in  the  banking  end  of  the  business 
have  increased  from  $6,000,000  in  1908  to  $22,- 
700,000  in  1928.  For  the  year  1925  through 
1927  inclusive,  the  amount  of  guaranteed  mort- 
gages, etc.,  has  nearly  doubled,  increasing  from 
$85,500,000  to  $157,500,000.  The  Company 
maintained  its  position  during  the  period  of 
depression  subsequent  to  the  war  and  at  the 
present  time  is  growing  very  rapidly. 

One  of  the  principal  assets  of  the  company 
is  the  enormous  set  of  records  of  titles  and 
abstracts  in  greater  New  York  and  elsewhere. 
These  records,  accumulated  through  the  ac- 
tivity of  its  legal  department,  are  almost 
priceless  and  could  not  be  replaced  for  many 
times  the  value  at  which  they  are  carried  on 
the  books  of  the  company.  They  are  a  form  of 
hidden  assets.  They  explain  why  the  profits 
have  steadily  increased  until  the  average  an- 
nual income  and  capital  appreciation  amounts 
to  no  less  than  42.31%  over  the  entire  period 
of  twenty  years  studied,  as  compared  with 
23.17%  for  the  average  New  York  Bank,  a  rec- 
ord exceeded  by  but  one  other  bank  on  the  list. 

The  value  of  one  share  purchased  in  1908 
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was  $170.  This  value  appreciated  to  $1329  per 
share  in  January,  1928.  The  cash  income  dis- 
bursed over  the  twenty  year  period  amounted 
to  $321.50. 

National  Bank  of  Commerce 

The  National  Bank  of  Commerce  stands  out 
as  the  most  successful  strictly  commercial  bank 
.n  the  United  States.  Selecting  as  its  custom- 
ers only  very  large  depositors,  Commerce  is 
adding  millions  to  its  hidden  reserves.  It  is 
one  of  New  York^s  oldest  banks,  having  been 
established  in  1839. 

During  its  early  years  the  National  Bank 
of  Commerce  maintained  close  relations  with 
the  Federal  Government  and  throughout  the 
entire  course  of  the  Civil  War  period  took  a 
leading  part  in  handling  Federal  loans. 

Earnings  increase  steadily.  A  liberal  div- 
idend payer,  this  bank  is  paying  $18  per  share, 
against  $8  in  1915.  Extra  disbursements  fol- 
lowed by  increases  in  the  regular  dividend  rate 
have  been  the  rule  in  the  case  of  Commerce. 
It  has  paid  dividends  without  a  break  since 
1840. 

Generally  referred  to  as  one  of  the  *' Morgan 
banks''.  Commerce  has  deposits  of  more  than 
$537,000,000  and  surplus  of  $44,000,000  against 
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a  capital  of  $25,000,000.  Since  the  merger  with 
the  Western  National  of  United  States  25 
years  ago  the  capital  has  remained  at  this 
figure. 

One  of  the  important  features  of  the  National 
Bank  of  Commerce  is  its  credit  department 
which  is  reputed  to  be  the  best  in  New  York 
City. 

The  value  of  the  stock  has  appreciated  from 
$132.50  per  share  in  1908  to  $572  in  January, 
1928.  Dividends  received  during  that  period 
amounted  to  $243.50.  The  average  annual  in- 
come and  capital  appreciation  amounted  to 
25.55%  during  the  twenty  years. 

National  City  Bank 

National  City  has  maintained  its  position  as 
the  largest  bank  in  America  for  a  great  many 
years,  despite  numerous  mergers  among  other 
large  banks  that  have  endeavored  to  attain 
supremacy.  It  has  65  branches  and  does  a  gen- 
eral investment  business  throughout  the  Unit- 
ed States  and  in  several  foreign  cities. 

Aggregate  resources  of  over  $1,682,000,000 
as  of  December  31, 1927,  exceed  those  of  a  year 
ago  (Dec.  31, 1926)  by  $288,500,000  while  gross 
deposits  of  $1,275,000,000,  similarly  show  an 
increase  of  $191,500,000. 
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The  net  deposits  as  of  December  31,  1927, 
show  an  increase  over  the  close  of  the  previous 
year  (Dec.  31,  1926)  of  32.37%  against  an  in- 
crease of  all  other  clearing  house  banks  of 
8.39%. 

Closely  identified  with  the  Rockefeller  in- 
terests, National  City  is  in  a  position  to  benefit 
from  the  development  of  any  nation  on  earth. 

The  frequency  of  the  declaration  of  rights 
during  recent  years  made  large  profits  and  in- 
creased the  value  of  the  shares  to  the  stock- 
holders. 

A  stockholder  of  the  National  City  Bank 
likewise  has  an  interest  in  the  ownership  of  the 
National  City  Company,  which  is  reputed  to 
be  the  largest  distributor  of  securities  in  Amer- 
ica. The  security  company  ^s  earnings  have 
never  been  made  public,  but  they  are  believed  to 
be  high. 

The  career  of  its  president,  Charles  E. 
Mitchell,  is  one  of  the  business  romances  of 
America.  Graduating  from  Amherst  during  the 
early  years  of  this  century,  he  entered  the  em- 
ploy of  the  Western  Electric  Company  at  the 
very  bottom  at  a  salary  said  to  be  $10  a  week. 
Those  of  his  associates  from  other  colleges  who 
remember  him  as  a  fellow-worker  at  that  time 
recall  his  outstanding  personality  and  ability 
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and  their  own  unanimous  prediction  of  a  bril- 
liant future,  which  has  in  fact  surpassed  their 
wildest  expectations.  Today  Mr.  Mitchell's  ad- 
vice is  said  to  have  been  sought  by  the  Exec- 
utive Department  at  "Washington  in  matters 
of  extreme  importance.  His  recent  prediction 
that  money  rates  would  probably  not  be  ex- 
cessively high  during  the  latter  half  of  1928 
had  an  immediate  and  salutary  effect  upon  a 
rather  timid  stock  market. 

A  share  of  stock  purchased  for  $230  in  1908 
was  worth  $782.50  in  January,  1928.  Income 
from  rights  and  dividends  amounted  to  $579.30 
in  the  meantime,  so  that  the  average  annual  in- 
come and  appreciation  was  24.60%. 

Public  National  Bank 

The  Public  National  Bank  has  made  money 
for  its  stockholders  faster  than  any  other  bank 
in  the  city  of  New  York.  In  1910,  one  share 
could  have  been  purchased  at  $360.  The  holder, 
provided  he  retained  all  stock  dividends  and 
took  up  all  additional  stock  offered  by  the  bank, 
would  have  had  fifty  shares  worth  $35,000  on 
July  25,  1928.  The  bulk  of  his  investment 
would  have  been  returned  to  him  in  cash  div- 
idends. To  be  exact,  the  original  investment 
of  $360,  plus  $3,975  paid  on  account  of  capital 
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increases,  amounted  to  $4,335.  As  against  this 
sum,  over  $3833  has  been  paid  to  him  in  div- 
idends. 

In  1910,  $15  per  share  was  paid  in  dividends. 
The  holder  would  now  be  receiving  $800  in  div- 
idends, or  a  return  of  over  18%  on  the  total 
amount  invested. 

Public  National  has  for  many  years  operated 
on  a  carefully  laid-out  plan  of  many  smaU 
branches  in  thickly  populated  areas,  the  de- 
posits received  in  these  branches  being  placed 
very  largely  in  tax-exempt  securities  in  order 
to  avoid  credit  risks. 

Present  capital  is  $5,000,000,  surplus  and  un- 
divided profits  $8,000,000  and  deposits  $115,- 
000,000.  Very  few  banks  in  New  York  carry  as 
large  a  proportion  of  their  assets  in  securities 
as  does  the  Public  National. 

The  bank  is  paying  $16  annually  in  dividends. 

New  York  Trust  Company 

Since  merging  several  years  ago  with  the 
Liberty  National  Bank,  the  New  York  Trust 
has  been  growing  steadily,  and  earnings  have 
shown  increases  from  year  to  year. 

Preceding  the  merger,  the  New  York  Trust 
Company  stockholders  received  a  QQ  2/3% 
stock  dividend.     The  present  rate  of  earnings 
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is  approximately  $35  per  share,  and  dividends 
are  at  the  rate  of  $20  a  year.  Surplus  exceeds 
$23,000,000  and  deposits  $256,000,000. 

The  Board  of  Trustees  includes  representa- 
tives of  J.  P.  Morgan  &  Company;  Hayden, 
Stone  &  Company ;  Lee,  Higginson  &  Company ; 
Brown  Brothers  &  Company;  and  New  York 
Life  Insurance  Company. 

New  York  Trust  was  organized  in  1889,  and 
it  has  always  had  an  enviable  position  among 
the  downtown  trust  companies.  Its  stock  sold 
for  $500  a  share  in  1908  and  appreciated  in 
value,  including  stock  dividend  of  66  2/3%  in 
1922,  to  $1162.50  in  January,  1928.  In  the 
twenty  years  to  the  first  of  1928,  dividends  de- 
clared amounted  to  $657.31.  The  average  an- 
nual income  and  capital  appreciation  was 
13.11%  for  the  twenty  years  between  1908  and 
1928. 

National  Park  Bank 

The  National  Park  Bank  was  organized  in 
1856,  and  during  the  past  25  years  has  increased 
its  capitalization  from  $2,000,000  to  $10,000,- 
000.  It  has  correspondingly  expanded  its  facili- 
ties in  the  past  few  years  and  this  action  should 
result  in  larger  deposits. 

Deposits  aggregate  well  over  $185,000,000 
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and  surplus  is  over  $24,500,000.  Current  div- 
idends are  at  the  rate  of  $24  per  share  annually 
while  earnings  per  share  are  $28. 

An  investment  of  $382  in  the  stock  of  the  Na- 
tional Park  Bank  20  years  ago  would  have  pro- 
duced a  total  income  of  $793.75  in  20  years  and 
the  market  value  in  January,  1928,  would  have 
been  $641.  The  average  annual  income  and 
capital  appreciation  was  13.68%  for  each  of 
the  twenty  years  studied. 

Seaboard  National  Bank 

Organized  in  1870  by  interests  closely  identi- 
fied with  the  oil  industry,  the  Board  of  Sea- 
board National  now  includes  Henry  F.  Folger, 
Chairman,  Standard  Oil  Company  of  New 
York;  Joseph  Seep,  Chairman,  South  Penn  Oil 
Company;  Henry  Whiton,  President,  Union 
Sulphur  Company;  and  E.  C.  Lufkin,  a  director 
of  the  Texas  Corporation.  Seaboard  has  made 
remarkable  progress  since  1920.  It  has  aggres- 
sive management  and  all  departments  of  its 
business  have  shown  substantial  growth. 

Operated  primarily  as  a  commercial  bank, 
the  Seaboard's  trust  business  has  brought  it 
during  recent  years  to  an  enviable  place  among 
New  York  financial  institutions. 

Stockholders  have  benefited  by  several  cap- 
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ital  increases.  Present  earnings  are  running 
at  the  rate  of  approximately  $38  a  share.  Sur- 
plus and  undivided  profits  exceed  the  $9,000,- 
000  capital  by  a  considerable  margin.  Deposits 
total  about  $183,000,000. 

In  1908  the  capital  was  $1,000,000  and  the 
surplus  $1,572,900,  too  small  for  the  list  of 
banks  selected.  Over  the  past  five  years  there 
has  been  an  appreciation  of  nearly  30%  in  the 
value  of  Seaboard's  stock.  One  share  of  stock 
would  have  cost  $700  in  1905.  Through  capital 
increases  this  one  share  had  grown  to  nine  with 
total  market  value  of  $8325  on  July  25,  1927. 
Annual  cash  income  of  $6  in  1905  compares  with 
$144  in  1926,  and  the  yield  on  the  total  funds 
invested  at  that  time  is  now  over  9%.  The  yield 
at  the  time  of  the  original  purchase  was  less 
than  one  per  cent. 

Title  Guarantee  ^  Trust  Company 

Forty-five  years  of  consistent  growth  and 
profitable  operations  have  brought  this  com- 
pany to  an  important  place  in  New  York  finan- 
cial affairs.  The  business  has  consisted  chiefly 
of  the  examination  and  guarantee  of  real  estate 
titles,  mortgage  loans,  retail  sales  distribution 
of  guaranteed  mortgages,  and  banking  and  fidu- 
ciary operations. 
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Earnings  for  1927  were  $57,  compared  with 
$39  in  1924,  and  $36  in  1923.  The  business  is 
expanding  with  the  development  of  the  Met- 
ropolitan area.  Capital  now  stands  at  $10,- 
000,000  and  surplus  and  undivided  profits  in 
excess  of  $10,000,000. 

Title  Guarantee  &  Trust  Company  has  been  a 
liberal  dividend  payer.  The  present  rate,  in- 
cluding extras,  is  $36  annually. 

The  stock  is  widely  held,  there  being  2,518 
shareholders  scattered  all  over  the  country  at 
the  end  of  1927.  In  January,  1928,  the  value 
of  the  investment  of  $355  in  one  share  of  stock 
in  1908  would  have  grown  to  $1585  and  the  total 
income  received  in  the  meantime  would  have 
amounted  to  about  $724.  The  average  annual 
income  and  capital  appreciation  amounts  to 
27.11%,  or  considerably  more  than  the  average 
of  the  New  York  banks  studied.  This  is  due  in 
part  to  the  hidden  assets  in  the  form  of  almost 
priceless  real  estate  title  records  running  back 
to  the  early  history  of  Manhattan  Island. 

United  States  Mortgage  ^  Trust  Company 

United  States  Mortgage  Company  was  found- 
ed in  1871.  The  name  was  changed  to  the 
United  States  Mortgage  &  Trust  Company  in 
1895.    The  Company  includes  on  its  Board  of 
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Directors  such  men  as  Cornelius  Vanderbilt; 
Mortimer  L.  Schiff  of  Kuhn  Loeb  &  Company; 
and  William  A.  Jamison  of  Arbuckle  Brothers. 

This  company  is  officially  designated  as  the 
sole  agent  and  depository  of  the  Investment 
Bankers  Association  of  America  in  the  prepara- 
tion and  certification  of  Municipal  Bonds.  Bank- 
ing is  its  primary  business,  but  United  States 
Mortgage  &  Trust  also  does  an  extensive  busi- 
ness in  the  sale  of  guaranteed  mortgages. 

Capital  stock  outstanding  (1928)  amounts  to 
$3,000,000,  surplus  and  undivided  profits  are 
over  $5,000,000,  and  deposits  are  over  $80,000,- 
000.  The  value  of  a  common  share  bought  at 
$412.50  in  1905  has  become  $960  in  1928;  in- 
cluding stock  dividends.  The  average  annual 
income  and  capital  appreciation  for  twenty 
years  amounted  to  13.69%. 

United  States  Trust  Company 

This  Trust  Company  was  incorporated  in 
1853  and  has  paid  dividends  every  year  since 
1856.  Contrary  to  the  practice  of  the  majority; 
of  banks  the  United  States  Trust  Company 
has  not  merged  with  any  other  bank.  Con- 
servative management  in  control  of  the  policies 
of  the  bank  has  prevented  any  phenomenal 
growth.    The  capital  has  remained  for  a  long 
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time  at  $2,000,000.  Deposits  have  grown  in 
the  last  twenty  years  from  $40,000,000  to  $70,- 
000,000  and  in  January,  1928,  they  were  $66,- 
600,000. 

Notwithstanding  its  conservatism  there  has 
been  a  slow  and  steady  increase  in  surplus  and 
undivided  profits  from  $13,500,000  in  1908  to 
$22,000,000  in  1928.  This  has  been  reflected  in 
the  book  value  of  the  stock  which  was  $775  in 
1908,  and  now  in  1928  is  somewhat  over  $1200. 
The  cash  income  during  that  period  amounted 
to  $1062.50,  which  added  to  the  capital  appre- 
ciation, gives  an  average  annual  real  income  of 
12.89%  on  the  original  investment  of  $1125  a 
share  in  January,  1908.  The  value  of  the  stock 
in  January,  1928,  was  $2962.50  a  share.  The 
stock  of  this  bank  is  one  of  the  most  closely  held 
and  difficult  to  buy  of  all  banks  and  trust 
companies  in  greater  New  York.  The  Board  of 
Directors  includes  Payne  Whitney,  Ogden 
MiUs,  Cornelius  N.  Bliss,  William  Vincent  As- 
tor,  John  Sloan,  and  several  other  representa- 
tives of  important  interests. 
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Carl  Snyder  on  Railroads  in  1907 

The  point  of  view  of  1907  as  to  the  merits  of 
railroad  stocks  can  be  acquired  more  readily 
by  a  study  of  the  opinions  expressed  at  that 
time  by  one  whose  forecasts,  even  then,  were 
given  great  weight,  and  who  has  since  achieved 
a  most  enviable  position  among  American 
economists  and  statisticians.  The  comments 
on  the  Atchison,  the  St.  Paul  and  the  New  Ha- 
ven are  particuarly  interesting  in  the  light  of 
subsequent  events. 

With  respect  to  several  of  the  railroads  se- 
lected Carl  Snyder  expressed  his  opinion  in  the 
following  words  :* 

N,Y,,  N,H.  S  Hartford— ''With  the  highly 
satisfactory  showing  which  the  new  administra- 
tion of  its  affairs  has  made,  it  is  certain  that 
there  are  few  solider  railway  stock  investments, 
and  that  at  anything  like  these  figures  even  the 
most  cautious  will  probably  conclude  that  the 
stock  presents  an  attractive  investment." 
Page  500. 

*  American  Eailways  as  Investments.    1907,  Page  15. 

192 


RAILROADS  IN  1907 


Chicago  &  Northwestern — ^^  There  are  few 
solider  securities  in  the  market.''    Page  189. 

Southern  Pacific — ^^It  would  require,  there- 
fore, a  business  depression  of  continental  range 
vitally  to  affect  the  earnings  of  the  Southern 
Pacific  and  it  would  require  a  very  serious  de- 
pression to  impair  the  permanence  of  its  divi- 
dends. Unless  therefore  such  a  depression 
should  come,  the  securities  of  the  Southern 
Pacific  would  appear  to  be  as  attractive  as  any 
to  be  found  on  the  list.''    Page  669. 

Baltimore  &  Ohio — *^Were  the  investor  able 
to  secure  it  at  anything  like  these  figures  (90- 
105),  he  should  reflect  that  the  surplus  shown 
might  at  a  pinch  be  cut  nearly  in  halves  with- 
out threatening  his  dividends,  and  that  with  the 
return  of  more  favorable  conditions,  the  stock 
might  readily  sell  at  from  $120-$140  per  share, 
and  even  higher  in  a  market  boom."  Page 
109.   (Bought  at  $85.75.)   See  note,  page  197. 

Ca7iadian  Pacific — ^^The  road  is  in  excellent 
condition  to  meet  this  competition;  its  esti- 
mated capitalization  is  low,  the  percentage  of 
net  earnings  on  this  estimated  capitalization  is 
high,  the  company  has  a  large  surplus,  and  the 
increasing  income  from  its  land  sales  places  it 
in  a  position  of  great  solidity.  It  has  few 
weak  points.    It  is  established  within  a  rich  ter- 
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ritory,  and  its  steamsliip  lines  at  either  end  of 
the  road  enable  it  to  command  through  traffic.  * ' 
Page  138. 

Chicago,  Milwaukee  &  St,  Paul — **  Purchased 
and  laid  away  at  such  figures  as  this  (120)  it 
might  under  the  conditions  outlined,  readily 
show  a  large  profit  to  its  holder  always  pro- 
vided that  its  earnings  continued  to  justify  the 
payment  of  its  present  dividend. ' '    Page  225. 

Great  Northern — ^'In  any  event,  Great 
Northern  may  be  looked  upon  as  perhaps  as 
solid  a  7%  security  as  is  to  be  found  in  the 
country,  and  with  its  splendid  management  it 
would  tend  to  sell  certainly  as  high  as  any 
similar  security.  It  should  be  worth  well 
around  $175  a  share  without  further  prospect, 
and  if  purchased  at  any  considerable  recession 
from  this  price,  would  certainly  be  an  attractive 
issue,  liable  to  show  large  profits  if  put  away 
and  held. ' '    Page  351. 

Cleveland,  Cincinnati,  Chicago  S  St,  Louis — 
*^The  earnings  of  the  road  may  therefore  be 
regarded  as  solid  and  it  has  already  been  noted 
that  its  maintenance  charges  were  heavy  and 
especially  so  in  1906.*'  **But  purchased  at 
something  like  the  low  price  in  1907,  it  should 
in  time  show  an  attractive  profit  to  the  holder. ' ' 
Page  249. 
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Pennsylvania  Railroad — **It  would  seem, 
therefore,  that  nothing  short  of  such  a  storm 
as  broke  over  the  country  in  '57  could  seriously 
impair  the  Pennsylvania's  investment  value, 
and  unless  the  high  interest  rates  of  1906-7  con- 
tinue, as  scarcely  seems  probable,  Pennsylva- 
nia on  or  somewhere  near  a  6%  basis  would 
seem  a  very  attractive  purchase."  Page  563 
*^The  Pennsylvania  Railroad — is  not  only  the 
greatest  railroad  in  America,  but,  in  point  of 
traffic  and  earnings,  the  greatest  in  the  world. ' ' 
Page  542. 

Northern  Pacific — *^ Below  $150  per  share  it 
is  pretty  certain  that  Northern  Pacific  is  cheap, 
even  though  should  any  very  heavy  general  de- 
cline, like  that  of  1903,  recur,  it  might  sell  con- 
siderably below  this  figure."  ^^But  the  road  is 
now  solidly  entrenched,  where  before  it  was  built 
upon  scantling,  and  the  investor  who  takes  ad- 
vantage of  heavy  slumps  should  they  occur,  and 
picks  the  stock  up  for  safe-keeping,  should  realize 
handsome  returns  from  his  holding."  Page 
540  and  541.     (Bought  at  $123.18.) 

Union  Pacific — **It  would  seem,  therefore, 
that  nothing  short  of  a  general  business  col- 
lapse or  hostile  legislation,  arbitrarily  reduc- 
ing rates  to  an  unprofitable  point,  would  impair 
the  company's  ability  to  continue  its  10%  div- 
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idend."  ^*0n  a  basis  as  solid  as  that  of  any 
railroad  in  the  country,  the  stock  should  there- 
fore sell  at  the  same  rate  as  other  solid  dividend 
stocks,  which  is  to  say,  that  if  the  prevailing 
yield  of  railway  shares  v/ere  5%,  the  stock 
should  average  around  $200."  Page  716. 
(Bought  at  $122.43.) 

Atchison,  Topeka  S  Santa  Fe  Railway — '*The 
investor  will  probably  conclude,  therefore,  that 
while  Atchison  6%  common  at  par  represents 
a  fairly  solid  purchase,  the  speculative  outlook 
for  a  very  great  enhancement  in  the  price  is 
not  so  large  as  it  might  be  if  the  convertibles 
were  not  in  the  way.  But  on  any  sharp  declines 
below  par  the  stock  would  undoubtedly  present 
solid  investment  attractions."  Page  82. 
(Bought  at  $71.31,  Par  100.) 

Louisville  S  Nashville — **It  is  probable  that 
purchased  at  anything  like  $125  per  share  or 
better,  its  general  tendency  would  be  consider- 
ably above  this  figure,  and  it  is  obvious  that  if 
the  road  were  taken  over  by  the  Atlantic  Coast 
Line,  at  a  guarantee  of  7%  or  8%,  it  would, 
with  the  strong  backing  of  this  company,  tend 
to  sell  on  a  4%  basis;  that  is  to  say,  at  from 
$175  to  $200  per  share."  Page  422.  (Bought 
at  $97.12.) 
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New  York  Central  &  Hudson  River  Railroad 
— '*The  New  York  Central  &  Hudson  Eiver 
Eailroad  divides  with  the  Pennsylvania  the  dis- 
tinction of  being  the  most  important  railroad 
in  the  United  States.''  **In  June  of  1907,  six 
months  after  the  dividend  was  raised  to  6%, 
New  York  Central  sold  at  $108^/4  per  share, 
the  lowest  since  1898. — The  high  point  of  1902 
is  $168,  the  low  of  1903,  $112,  and  the  high  of 
1906,  $167.  These  are  mde  fluctuations  in  a 
stock  of  the  Central's  character,  and  presented 
large  opportunities  for  profit  to  the  investor 
who  bought  it  at  the  low  levels  and  sold  it  at  the 
high."    Page  480.     (Bought  at  $96.56.) 

Norfolk  S  Western — **At  any  such  figures 
($71.00  per  share)  it  would  appear  to  be  an 
extremely  attractive  purchase.  With  a  large 
probability  of  the  maintenance  of  rates,  the 
investor  in  Norfolk  &  Western  would  consider 
simply  the  prospective  conditions  in  the  coal 
industry,  and  incidentally  that  of  the  country 
at  large."    Page  518.     (Bought  at  $66.87.) 
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Statistical  Methods  a/nd  Tables 

Having  selected  the  securities  to  compose 
each  of  the  ^yq  series,  the  average  price  in  Jan- 
uary, 1908  of  one  share  of  stock  of  each  of  the 
companies  composing  each  series  was  assumed 
to  be  the  price  at  which  a  conservative  investor 
would  have  purchased  it  for  inclusion  in  the 
portfolio  of  each  diversified  group  investment. 

The  chief  sources  of  data  for  the  various 
series  were  the  *^  Commercial  and  Financial 
Chronicle,"  Poor's  ^'Investments,"  Moody's 
** Banks  and  Finance,"  1928,  Noble  and  Cor- 
win's  '*  26-Year  Record  of  New  York  Bank 
Stocks,"  and  Martin's  '*  100- Year  Record  of 
Boston  Banks."  In  the  case  of  Boston  Banks, 
statistics  as  to  cash  dividends,  stockholders' 
rights,  and  stock  dividends  were  in  some  cases 
supplemented  from  income  statements  fur- 
nished by  the  individual  banks. 

The  market  prices  in  January  1908  of  one 
share  each  of  the  preferred  stocks  composing 
the  series,  together  with  the  prices  of  each  in 
1928,  the  total  income  of  each,  and  the  average 
income  per  annum  for  the  entire  period,  in  per- 
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centage  of  the  original  investment,  are  shown 
in  Tables  No.  1,  lA,  IB,  and  IC. 

Table  No.  1,  column  A,  shows  the  aggregate 
market  value  of  all  the  preferred  stocks  on  this 
list  for  each  month  from  1908  to  1927  inclusive. 
Table  No.  1,  Column  B,  shows  the  proportionate 
value  of  a  $1000  investment  in  this  list  of 
securities.  Obviously,  such  a  procedure  would 
have  necessitated  the  purchase  of  fractional 
lots.  If,  however,  a  *  ^  fixed  trust '  ^  had  been  estab- 
lished in  1908  for  the  purpose  of  purchasing 
and  holding  one  share  each  of  the  companies  in 
this  list  and  subdividing  the  ownership  of  these 
shares  by  the  issuance  of  collateral  trustee  cer- 
tificates representing  the  deposit  of  these 
securities  in  a  trust  company  in  accordance 
with  the  ordinary  practices  of  fixed  trusts,  an 
investor  could  have  bought  $1000  worth  of  the 
^^ fixed  trust''  shares.  Such  opportunities  are 
today  available  to  an  investor  in  common 
stocks,  and  it  is  convenient  for  our  purposes  to 
assume  that  a  similar  opportunity  was  open  for 
the  diversified  investment  of  $1000  in  1908. 

No  stock  dividends  were  declared  on  any  of 
the  preferred  stocks.  It  is,  of  course  seldom, 
if  ever,  that  preferred  stockholders  participate 
in  dividends  of  this  character.  In  each  case, 
therefore,  the  aggregate  value  shown  in  Table  1, 
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column  A  represent  the  aggregate  value  of  one 
share  of  each  of  the  stocks  in  the  list.  A  sim- 
ilar digest  of  the  results  of  the  compilations 
with  respect  to  common  stocks  is  set  forth  in 
Tables  No.  2,  2-A,  2-B,  and  2-C. 

Table  No.  2,  column  A  shows  the  aggregate 
monthly  market  price  of  one  share  of  the  com- 
mon stocks  selected.  The  price  variations  over 
the  20-year  period  represent  the  value  of  one 
share  each  plus  the  value  of  any  stock  dividends 
declared,  it  being  assumed  that  all  stock  div- 
idends were  retained  and  added  to  the  prin- 
cipal of  the  fund.  Fixed  trusts  do  not  invaria- 
bly retain  stock  dividends,  but  frequently  sell 
them  and  add  the  proceeds  to  the  distributable 
income.  The  United  States  Supreme  Court, 
however,  decided  in  1920  that  stock  dividends 
were  not  taxable  as  income  unless  sold,*  and  it 
is  fair  to  assume  that  the  investor  was  in  a 
position  to  retain  these  stock  dividends  and  did 
so.  Table  2,  column  B,  shows  the  proportionate 
value  of  each  monthly  aggregate  reduced  to  the 
relative  terms  of  an  investment  of  exactly  $1000 
in  January,  1908.  The  summary  shows  in  con- 
densed form  the  final  results  of  the  study  of  this 
series. 

Table  No.  3,  column  A  shows  the  value  of 


*  Eisner  vs.  Macomber,  252  U.  S,  189. 
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one  share  of  each  of  the  New  York  bank  stocks 
composing  that  series  by  quarters  including 
the  value  of  stock  dividends  declared;  while 
column  B  represents  these  same  values  reduced 
to  the  terms  of  an  investment  of  exactly  $1000 
in  January  1908.    A  summary  follows  the  table. 

Table  No.  4  shows  the  aggregate  market 
prices  for  each  quarter  during  the  period  of 
the  Boston  bank  stocks  composing  that  series, 
and  also  the  proportionate  values  for  each  quar- 
ter, based  upon  an  investment  of  $1000  in  Jan- 
uary, 1908.    A  similar  summary  is  presented. 

The  bond  series,  which  is  the  *^  Standard 
Bond  Price  Series^'  published  by  the  Standard 
Trade  and  Securities  Service,  is  shown  in  table 
5,  column  A.  It  is  the  original  index  as  pub- 
lished by  the  Standard  Trade  and  Securities 
Service.  Column  B  is  the  same  series  reduced 
to  price  relatives  taking  January  1908  as  $1000 
and  representing  an  investment,  were  it  pos- 
sible, of  $1000  in  a  fixed  trust  composed  of 
these  bonds  and  following  the  fluctuations  in 
the  market  value  of  that  $1000  investment  for 
each  quarter  during  the  period.  To  obtain  the 
quarterly  data,  the  monthly  prices  for  each 
quarter  were  averaged.  The  income  was  con- 
stant at  $47.50  a  year,  so  that  the  bond  sum- 
mary is  much  simpler  and  considers  only  ap- 
preciation. 
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TABLE  1-A 

PREFERRED  STOCKS 


APPEEOIATION 


Average 

Value  of        No.  of 

Value  of 

Annual 

1  share         shares 

shares 

Apprecia- 

Jan.1908     Jan.  1928 

Jan.  1928 

tion 

COMPANIES 

American  Smelting  &  Ref . 

.       $93.62t 

1 

$132.93 

2.09% 

American  Tobacco 

77.18 

% 

79.33 

.14 

Atchison 

85.63 

1 

143.87 

1.07 

Baltimore  &  Ohio 

82.88 

1 

82.25 

-  .025 

Central  Leather 

81.08t 

V2 

47.00 

-2.105 

Chicago  Great  Western 

26.50t 

IVsi 

14.10 

-2.345 

Chicago,  Milwaukee  &  St. 

P.  141.50t 

i 

34.70 

-3.775 

Chicago  &  North  Western 

190.00t 

1 

145.50 

-1.175 

C.  C.  C.  &  St.  Louis 

91.50t 

12 

161.50 

3.83 

Denver  &  Eio  Grande 

58.44t 

* 

* 

Erie  1st  pfd. 

33.50t 

1 

61.98 

4.25 

Erie  2nd  pfd. 

24.25t 

1 

60.50 

7.47 

Interborough  Metropolitan        20.75 1 

* 

* 

International  Harvester 

100.00 

1 

139.75 

1.99 

Miss.,  Kans.  &  Texas 

58.25t 

* 

# 

Norfolk  &  Western 

80.00 

1 

87.06 

.44 

Reading  1st  pfd. 

40.50 

1 

42.80 

.28 

Reading  2nd  pfd. 

39.65 

1 

44.53 

.62 

Southern  Pacific 

109.19t 

13 

123.12 

.64 

Southern  Rwy. 

33.44t 

1 

101.50 

10.28 

St.  Louis  &  Santa  Fe  1st 

pfd.  60.82t 

1 

* 

* 

Union  Pacific 

82.38 

1 

84.43 

.12 

U.  S.  Steel 

91.44 

1 

140.31 

2.67 

Totals 


$1702.50     19.38  $1687.16     -  ,04%5 


*  Failed.    Stock  worthless. 

t  Passed  or  reduced  dividends  below  1907  payment. 

1  Forced  to  accept  1.2  shares  common  instead  of  1  share  pre- 
ferred. 

2  Received  1  share  N.  Y.  Central  Common  for  1  C.  C.  C.  &  St. 
L.  in  merger. 

3  Received  1  share  Common  instead  of  1  share  preferred. 
5  Depreciation. 
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TABLE  1-B 

PREFERRED  STOCKS 

REAL  INCOME 

Total  BeaJ  Income,  Including  Cash  Income  and  Appreciation 
for  Period  1908-1927  Inclusive 


Rights* 

Average 

Total 

(Including 

Total 

Annual 

Real 

Dividends 

Salvage) 

Income 

Income 

Income6 

COMPANIES 

Amer.  Smelt.  &  Ref . 

$141.12 

$   .06 

$141.18 

7.54% 

9.63% 

American  Tobacco 

127.33 

•    •    •    • 

127.33 

8.25 

8.39 

Atchison 

100.00 

.... 

100.00 

5.84 

6.91 

Baltimore  &  Ohio 

80.00 

2.06 

82.06 

4.95 

4.93 

Central  Leather 

103.00 

6.99 

109.99 

6.78 

4.68 

Chicago  Gt.  Western 

•  •  •  • 

•  •  •  • 

•  • . . 

, , . . 

.... 

Chic,  Mil.  &  St.  P. 

70.00 

, . . , 

70.00 

2.47 

-1.305 

Chicago  &  N.  W. 

150.50 

.... 

150.50 

3.96 

2.76 

C.  C.  C.  &  St.  Louis 

95.75 

10.88 

106.63 

5.83 

9.66 

Denver  &  Eio  Grande 

17.50 

1.27* 

18.77 

1.60 

•   •   •  • 

Erie  1st  pfd. 
Erie  2nd  pfd. 
Interborough  Met. 

4.66 

14.66* 

4.25 

7.47 

18.66 

4.34 

Internat.  Harv. 

140.00 

•   •   •   • 

140.00 

7.00 

8.99 

Miss.,  Kans.  &  Tex. 

37.63 

.37* 

38.00 

3.26 

•   •   •   • 

Norfolk  &  Western 

80.00 

•   •   •   « 

80.00 

5.00 

5.44 

Reading  1st  pfd. 

40.00 

20.00 

60.00 

7.41 

7.69 

Reading  2nd  pfd. 

40.00 

20.00 

60.00 

7.57 

8.19 

Southern  Pacific 

124.50 

•   •   •   • 

124.50 

5.70 

6.34 

Southern  Rvvy. 

61.00 

•   •   •   • 

61.00 

9.12 

19.40 

St.  L.  &  S.  F.  1st  pfd. 

14.00 

8.25* 

26.25 

2.16 

•   •   •   • 

Union  Pacific 

80.00 

•   •   •   • 

80.00 

4.84 

4.97 

U.  S.  Steel 

140.00 



140.00 

7.66 

10.33 

Totals 

$1650.33  $83.88 

$1734.21  5.09% 

5.05% 

*  Failed.    Stock  worthless. 

4  Including  sale  of  assessed  stock. 

5  Depreciation. 

^  Average  Annual  Income  and  Capital  Appreciation  combined. 
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TABLE  2-A 


COMMON  STOCKS 


APPRECIATION 

Average 
Value  of        No.  of         Value  of        Annual 
1  share         shares  shares        Apprecia- 

Jan.   1908  Jan.  19282  Jan.  19282        tion 


COMPANIES 

Amalgamated   Copper 

$49.81t 

1 

$56.57 

.68% 

American  Smelting  &  Eef. 

70.94t 

1 

178.63 

7.59 

Amer.  Tel.  &  Tel. 

105.50 

1 

179.50 

3.51 

Atchison 

71.31 

1 

191.62 

8.44 

Atlantic  Coast  Line 

71.45 

1 

184.37 

7.60 

Baltimore  &  Ohio 

85.75t 

1 

116.31 

1.78 

Canadian  Pacific 

154.25 

1 

209.00 

1.77 

Chic,  Mil.  &  St.  Paul 

110.69t 

1 

18.69* 

-4.15 

Chicago  &  North  Western 

144.00 1 

1 

86.63 

-2.03 

C.  C.  C.  &  St.  Louis 

55.25t 

1 

307.50 

22.83 

Consol.  Gas  of  New  York 

100.75 

2 

247.82 

1.19 

Great  Northern 

120.50t 

1 

95.75 

-1.03 

Illinois  Central 

128.00t 

1 

135.25 

.28 

Louis.  &  Nash. 

97.12 

1% 

245.78 

7.65 

New  York  Central 

96.56 

1 

161.37 

3.36 

N.Y.,  N.H.  &  H. 

133.94t 

1 

63.18 

-2.64 

Norfolk  &  W. 

66.87 

1 

188.25 

9.08 

Northern  Pacific 

123.18  + 

1 

95.93 

-1.07 

Pennsylvania 

56.65t 

1 

64.81 

.72 

Pullman 

153.50 

3 

250.86 

3.17 

Southern  Pacific 

74.62 

1 

121.56 

3.15 

Union  Pacific 

122.43 

1 

190.50 

2.78 

U.  S.  Steel 

28.50 

1% 

207.47 

20.99 

Western  Union 

57.00t 

1 

173.75 

10.24 

Totals 


$2278.57     28.275  $3769.60      3.27% 


*  Failed.    Stock  assessed,  payable  1928. 
+  Passed  or  reduced  dividends. 

1  Merged  with  Anaconda  Copper. 

2  Including  stock  dividends. 
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TABLE  2-B 


COMMON  STOCKS 


EEAL  INCOME 

Total  Eeal  Income,  including  Cash  Income  and  Appreciation 
for  Period  1908-1927  Inclusive 


COMPANIES 

Amalgamated  Cop. 
Amer.  Smelt.  &  "Ref. 
Amer.  Tel.  &  Tel. 
Atchison 

Atlantic  Coast  Line 
Baltimore  &  Ohio 
Canadian   Pacific 
Chic,  Mil.  &  St.  Pai 
Chicago  &  N.  W. 
C.  C.  C.  &  St.  L. 
Consol.  Gas  of  N.  Y 
Great  Northern 
Illinois  Central 
Louis.  &  Nash. 
New  York  Central 
N.Y.,  N.H.  &  H. 
Norfolk  &  W. 
Northern  Pacific 
Pennsylvania 
Pullman 
Southern  Pacific 
Union  Pacific 
U.  S.  Steel 
Western  Union 

Totals 


Average 

Total 

Total 

Annual 

Real 

Dividends 

Rights 

Income 

Income 

Incomes 

$114.77 

$.66 

$115.43 

11.59% 

12.27% 

89.00 

89.00 

6.27 

13.86 

166.75 

22.93 

189.68 

8.88 

12.50 

118.50 

118.50 

8.31 

16.75 

)     144.50 

17.32 

161.82 

11.32 

18.92 

86.50 

2.11 

88.61 

5.17 

6.95 

184.00 

46.73 

230.72 

7.48 

9.25 

ul    60.00 

60.00 

2.71 

-1.44 

119.00 

14.87 

133.87 

4.65 

2.62 

37.25 

37.25 

3.37 

26.20 

'     142.25 

10.25 

152.50 

7.57 

8.76 

128.25 

2.65 

130.90 

5.43 

4.40 

133.75 

2.18 

135.93 

5.31 

5.59 

149.82 

149.82 

7.71 

15.36 

110.75 

10.26 

121.01 

6.27 

9.36 

45.61 

12.30 

57.91 

2.16 

-.48 

138.50 

138.50 

10.36 

19.44 

139.70 

139.76 

5.67 

4.60 

59.13 

59.13 

5.22 

5.94 

189.00 

189.00 

6.16 

9.33 

120.00 

21.33 

141.33 

9.47 

12.62 

196.50 

196.50 

8.03 

10.81 

124.60 

124.60 

21.86 

42.85 

111.50 

111.50 

9.78 

20.02 

$2909.69  $163.59  $3073.28     6.74%  10.01% 


3  Average  annual  income  and  capital  appreciation  combined. 
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TABLE  3.A 

NEW  YORK  BANK  STOCKS 

APPRECIATION 


BANKS 
American  Exchange 
Bank  of  America 
Bank  of  Manhattan 
Bank  of  New  York  &  Trust 
Bond  &  Mortgage  Guar. 
Central  Trust 
Chase  National 
Chemical  National 
Corn  Exchange 
Equitable  Trust 
Farmers  Loan  &  Trust 
First  National 
Guaranty  Trust 
Hanover  National 
Law.  Title  &  Guarantee 
Mechanics  &  Metals 
Metropolitan  Trust 
National  Bank  of  Com. 
National  City 
National  Park 
New  York  Trust 
Title  Guarantee  &  Trust 
U.  S.  Mortgage  &  Trust 
TJ.  S.  Trust 
Union  Trust 

Totals 


Average 

Value  of 

No.  of 

Value  of 

Annual 

1  share 

shares 

shares 

Apprecia- 

Jan. 1908  Jan.  1928* 

Jan.  1928» 

tion 

$200.00 

1% 

$411.00 

5.27% 

465.00 

3 

1212.00 

8.03 

143.75 

1 

584.00 

15.31 

280.00 

1% 

1331.00 

18.76 

287.50 

4 

1720.00 

24.91 

1525.003 

9y5 

12650.00 

36.48 

200.00 

1 

572.00 

9.30 

400.00 

11^ 

1050.00 

8.13 

252.50 

1 

606.00 

7.00 

375.00 

1% 

555.00 

2.40 

297.50 

1/4 

177.50 

-2.02 

585.00 

1 

3750.00 

27.05 

415.00 

1 

624.50 

2.52 

480.00 

1% 

2171.00 

17.61 

170.00 

iy2 

1329.00 

34.09 

207.001 

1 

572.00 

8.82 

550.002 

iy2 

885.00 

3.05 

132.50 

1 

572.00 

16.59 

230.00 

1 

782.50 

12.01 

382.50 

1 

641.50 

3.39 

500.00 

1% 

1162.50 

6.63 

355.00 

2 

1585.00 

17.32 

412.50 

11/2 

960.00 

6.64 

1125.00 

1 

2962.50 

8.17 

1250.003 

3%o 

4548.50 

13.19 

$11220.75  45.236  $43414.50  14.34% 


*  Including  stock  dividends. 

1  Absorbed  by  Chase  National.    1926. 

2  Merged   with   Chatham  Phenix.     1925. 

3  Central  and  Union  merged  to  form  Central  Union.  1918. 
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TABLE  3-B 

NEW  YORK  BANK  STOCKS 

EEAL  INCOME 

Total  Real  Income,  including  Cash  Income  and  Appreciation 
for  Period  1908-1927  Inclusive 


Average      Total 
Total  Annual        Real 

Dividends  Rights  Income        Income  Income* 
BANKS 

American  Exch.      $317.00  $71.67  $388.67     9.71%  14.98% 

Bank  of  America      625.00  625.00     6.72  14.75 

Bank  of  Manhattn  211.50  61.08         272.58     9.48  24.79 

Bank  of  N.  Y.  &  Tr.  411.62  411.62     7.35  26.11 

Bond  &  Mort.  Guar.  565.40  92.50         657.90  11.44  36.35 

Central  Trust  3523.00  3523.00  11.55  48.03 

Chase  National         343.50  666.29  1009.79  25.24  34.54 

Chemical  National    383.47  383.47     4.79  12.92 

Corn  Exchange          367.00  332.00         699.00  13.84  20.84 

Equitable  Trust        396.00  450.13         846.13  11.28  13.68 

Farmers  Loan  &  Tr.  172.14  362.00         534.14     8.97  6.95 

First  National         1213.00  ....  1213.00  10.36  37.41 

Guaranty  Trust         442.50  1156.00  1598.00  19.25  21.77 

Hanover  National     564.00  564.00     5.87  23.48 

Law.  Title  &  Guar.  205.50  74.00        279.50     8.22  42.31 

Mechanics  &  Metals  349.50  103.30         452.80  10.93  19.75 

Metropolitan  Trust  440.00  440.00     4.00  7.05 

Natl  Bank  of  Com.   237.50  237.50     8.96  25.55 

National  City            292.80  286.50         579.30  12.59  24.60 

National  Park           438.00  349.75         787.75  10.29  13.68 

New  York  Trust        648.98  648.98     6.48  13.11 

Title  Guar.  &  Trust  622.50  73.00         695.50     9.79  27.11 

U.  S.  Mortg.  &  Tr.  493.00  88.80         581.80     7.05  13.69 

U.  S.  Trust  1062.50  1062.50     4.72  12.89 

Union  Trust             1331.75  ....  1331.75     5.32  18.51 


Totals  $15657.16  $4167.02  $19824.18     8.83%  23.177o 

*  Average  Annual  Income  and  Capital  Appreciation  combined. 
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